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ABSTRACT

THE ABILITY TO BUILD: ABSORPTIVE CAPACITY IN THE NONPROFIT SECTOR
Eileen A. Setti, Ph.D.
Department of Political Science
Northern Illinois University, 2016
Alicia Schatteman, Director

This dissertation explores how nonprofit organizations gather and leverage new information in
order to build the capacity of their agencies. A theoretical framework from literature across
several disciplines spanning organization learning, knowledge management, and nonprofit
capacity building is built. The majority of capacity building literature focuses on
programmatic, organizational, or adaptive capacities. It is here that this dissertation adds new
insight by arguing that a fourth capacity, absorptive capacity, is critical to developing a
nonprofit organization. Absorptive capacity is a construct developed by Cohen and Levinthal
(1989; 1990) and Zahra and George (2002) to explain how an organization acquires,
assimilates, transforms, and exploits new information. This project utilized a comparative case
study to test the research question, to what extent do nonprofit organizations exhibit absorptive
capacity? Four broad theoretical propositions explored how the size of the organization, its
leadership, strategic outlook, and membership in national bodies or participation in accrediting
processes influence absorptive capacity. The data analysis indicates absorptive capacity is
evident in the nonprofit setting and is influenced by both internal and external factors such as
size, leadership, strategic outlook, members, and accreditation standards. This research
contributes to emerging nonprofit knowledge management literature and extends existing

nonprofit capacity building scholarship, and provides insight for nonprofit practitioners
contemplating capacity building initiatives and navigating everyday pressures of nonprofit
management. It provides a foundation for future research to further develop exactly how
information absorption influences capacity building in the nonprofit setting.
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CHAPTER 1

INTRODUCTION

How do organizations do what they do? Every organization gathers people and
resources in order to pursue a specific goal—a for-profit company builds widgets or a nonprofit
agency provides shelter for someone without a home. At the core of any organization is a base
of knowledge that is used to build its particular widgets or provide a roof, meal, and bed for a
homeless individual. But how does an organization gather, secure, and use knowledge to make
improved widgets or provide better shelters for more homeless people? This dissertation
explores how nonprofit organizations gather and leverage new information in order to build the
capacity of their agencies.
The literature review includes an appraisal of organization learning and knowledge
management literature. Scholars have established a robust understanding in these areas;
however little is known about organization learning and knowledge management in the
nonprofit setting.

The literature review spans a number of disciplines to describe emerging

research in the nonprofit setting where only have recently practitioners and scholars explored
knowledge management. While nonprofit knowledge management literature is still formative,
considerable scholarship exists on nonprofit capacity building. Nonprofit capacity building
literature includes how nonprofits improve or change by adopting new practices, technologies,
or procedures. The majority of capacity building literature focuses on programmatic,
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organizational, or adaptive capacity building. It is here in the literature that this dissertation
hopes to add new insight by arguing that a fourth capacity, absorptive capacity, is missing from
nonprofit capacity building scholarship and proposes that absorptive capacity represents a
nonprofit organization’s ability to build capacity in the first place.
This research addresses the heart of a nonprofit organization: its mission and how that
mission pursued. Nonprofits address complicated social issues like homelessness, poverty,
illiteracy and illness. An individual nonprofit organization does the best it can to address needs
in its service area for its designated client base. Organizations provide beds, food baskets,
tutoring, or healthcare. While nonprofit leaders envision a world filled with affordable
housing, living-wage jobs, literacy, and good health, the reality is no single nonprofit
organization can even begin to address the root causes of the societal problems its mission
addresses. The local homeless shelter will never eradicate homelessness because the root
causes forcing thousands of people to live on the streets far outweigh the resources and scope
of that single nonprofit. This calls to question, how does a nonprofit organization measure its
success? Unlike for-profit ventures, it is nearly impossible to measure a nonprofit’s success
because it lacks a bottom line or measure of revenue (V. Murray 2010; Osborne and Gaebler
1992). Nonprofit success is measured in terms of improved life or changed behavior
(Andreasen, Goodstein, and Wilson 2005) that is exceedingly difficult to quantify. A span of
performance measurements such as fundraising ratios, service outputs and long-term client
impact and outcomes only begins to measure success. Measuring the success of a nonprofit
organization is not the focus of this research. However, understanding how a nonprofit pursues
the successful provision of services is very relevant to understanding capacity building efforts,
which is indeed the focus of this research. While nonprofit staff and volunteers prefer a world
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void of social problems, their task at hand is to address issues to the best of their ability and
within their scope of service. Therefore, nonprofit agencies set their sights on more realistic
visions their organizations can manage. A vision of success describes what an organization
should look like when it successfully achieves its full potential (Bryson and Alston 2005). For
example, the local homeless shelter may establish its vision as being to reduce the local
homeless population by 50 percent and establish ten new affordable housing units by 2020. A
vision of success is realistic for a specific nonprofit and one that can presumably be achieved if
the capacity of the organization is developed. A nonprofit focuses on its desired future state,
but its hope for a so-called perfect world, where its mission is irrelevant, never subsides. In this
research, capacity building is seen in relation to a vision of success: how can a particular
nonprofit organization successfully achieve its full potential within the relatively near future?
The research question guiding this exploratory research is, to what extent do nonprofit
organizations exhibit absorptive capacity? Absorptive capacity is a concept developed by
Cohen and Levinthal (1989; 1990) and Zahra and George (2002) to explain how an
organization acquires, assimilates, transforms, and exploits new information. A comparative
case study with extensive qualitative research tested the research question. Four broad
theoretical propositions explored how the size of the organization, its leadership, strategic
outlook, and membership in national bodies or participation in accrediting processes influence
absorptive capacity. The intent of this research was to build a theory of nonprofit absorptive
capacity which can be further developed and tested through a variety of methods.
This dissertation contributes to the emerging nonprofit knowledge management
literature and extends existing nonprofit capacity building scholarship. It attempts to bridge
literature developed in the nonprofit sector with that in the for-profit sector. While useful to
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scholars, it also provides insight for nonprofit practitioners contemplating capacity building
initiatives and navigating everyday pressures of nonprofit management. This research is
timely because public and private dollars financing nonprofit organizations are dwindling, and
agencies are often facing increased community need or more-complicated issues to address.
Furthermore, added scrutiny applied by funders and the media forces nonprofit leaders to
substantiate program effectiveness through outcome measurement and performance. Doing
more with less has long been, and will continue to be, the mantra of the nonprofit sector. But
now more than ever, the stakes are higher for nonprofits: do more even better with substantially
less. Therefore, nonprofit practitioners can utilize the findings from this research to guide their
capacity building efforts.

CHAPTER 2

LITERATURE REVIEW AND THEORETICAL FRAMEWORK

Organizations have long been studied by academics and discussed by the practitioners
who work in them. The literature raises a variety of questions about how organizations
function and evolve. This dissertation is guided by decades of academic work spanning a
variety of disciplines investigating both for-profit and nonprofit organizations. The pages here
do little justice to the breadth and depth of the wealth of knowledge available. Even so, this
review of literature begins with a discussion of organization learning and knowledge
management scholarship. This provides a broad history and presentation of scholarship
devoted to studying knowledge within an organization. The review then turns to knowledge
management literature specific to the public sector. Nonprofit scholarship is closely related to
public sector literature and provides a nice introduction to research devoted to nonprofit
organizations. Capacity building is a topic of interest in nonprofit circles. The quest to
understand how organizations can successfully build capacity is fueled by both practitioners
and scholars. A core capacity building model developed by Letts, Ryan and Grossman (1999)
and Sussman (2003) is introduced as a foundation for this dissertation. Finally, the literature
supporting the theoretical framework for this research is presented. Absorptive capacity is a
concept developed by Cohen and Levinthal (1989; 1990) and Zahra and George (2002) to
explain how an organization acquires, assimilates, transforms, and exploits new information.
Finally, Darroch’s (2003; 2009) theory on organization knowledge management is examined to
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illustrate how absorptive capacity has been previously measured in for-profit settings.
Darroch’s work is the launching point for the research question guiding this dissertation: to
what extent do nonprofit organizations exhibit absorptive capacity?

Beginning Perspectives: Organization Learning
Many scholars identify Cyert and March’s The Behavioral Theory of the Firm (1963) as
launching the field of organizational learning (see Easterby-Smith and Lyles 2011 or Dosi and
Marengo 2007), and, broadly speaking, it encompasses the learning processes of an
organization (Tsang 1997). The outcome of organization learning is the “acquisition of a new
competence” (Child 2006, 444). Cyert and March argue that an organization is capable of
learning and storing information (1963), and, in turn, the new competence enables an
organization to perform better in the market (Edmondson and Moingeon 1996).
Practitioners and scholars alike began publishing on organization learning in the 1960s,
with an upsurge of publications occurring in the 1990s. Two traditions clearly emerged in the
literature by the 1990s. One emphasizes the efficiency of organization learning, while the other
stresses social processes within the organization. Organizational efficiency follows Cyert and
March who argue that a firm pursues preferences in its environment and manages external
shocks, or disturbances, to its routines by adapting to the environment (1963). Adaptation
occurs in the areas of performance or how the firm seeks information or considers alternatives.
Each disturbance offers the opportunity for the firm to adjust rules and procedures to better
navigate future encounters within the environment. Every adjustment is a sign of learning.
The second tradition stresses social processes within the organization. It was sparked
by scholars who opposed some of the assumptions made by Cyert and March. In particular,
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Cangelosi and Dill argue that the Cyert and March model is conducive to established firms but
question whether the model is appropriate to developing organizations (1965). Furthermore,
Cangelosi and Dill state that the Cyert and March model ignores interactions between
individuals or subgroups and the greater firm (1965). Later, Argyris and Schön developed this
argument by highlighting the importance of human behavior within an organization (1978).
They argue that humans working within a firm are not rational economic actors and in many
circumstances deploy defensive routines in order to protect themselves or the organization
(Argyris and Schön 1978). In this tradition, social processes and human behavior within the
organization are key to understanding organization learning.
By the 1990s, the strategic ramifications of organization learning were recognized by
practitioners and scholars. Experts identified organization learning as a factor contributing to
the firm’s flexibility and accelerated response to new challenges (G.S Day 1994; Slater and
Narver 1995). An agile organization is one that can “apply knowledge effectively—whether it
is knowledge of a market opportunity, a production process, a business practice, a product
technology, a person’s skills, a competitor’s threat, whatever” (Dove 1999, 19). Agile learning
organizations have a competitive advantage (Dickson 1996; Jimenez-Jimenez and Sanz-Valle
2011). To this day, organization learning is framed as a strategic imperative by practitioners
and scholars.

Beginning Perspectives: Knowledge Management

In an economy where the only certainty is uncertainty, the one sure source of
lasting competitive advantage is knowledge. When markets shift, technology
proliferates, competitors multiply and products become obsolete almost
overnight, successful companies are those that consistently create new
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knowledge, disseminate it widely throughout the organization and quickly
embody it in new technologies and products. (Nonaka 1991)
Although written more than twenty years ago, Nonaka’s assessment of organizations
creating and managing knowledge in order to maintain a competitive edge still rings true today.
Modern organizations function in a postindustrial society and compete in a global market in
which information management is key (Bell 1976). In order to compete, firms must learn,
organize, share, and distribute knowledge. “The only thing that gives an organization a
sustainable competitive advantage is what it knows, how much it uses what it knows and how
fast it can learn something new” (Lawrence Prusak 1996, 8). Therefore, “the process of
acquiring or generating new knowledge” as well as a new competence or outcome is
emphasized in organization learning definitions (Child 2006, 443). Today, organization
learning literature abounds. Knowledge management is a subfield in organization learning
literature. Knowledge management focuses on the specific acts of organizing, sharing, and
distributing knowledge.
One of the difficulties in systematically studying organization learning in general, and
knowledge management in particular, is defining knowledge. There are three categories of
knowledge emphasized in knowledge management literature: explicit, tacit, and embedded.
Michael Polanyi defined explicit and tacit knowledge in 1967, and their distinction and usage
in organizations still fuels modern scholarship. Explicit and tacit knowledge were further
developed and applied in 1994 by Ikujiro Nonaka to create a theory of organizational
knowledge creation. Nonaka produced some of the seminal, and now most cited, writings in
the field of knowledge management.
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Explicit knowledge can be codified and “refers to knowledge that is transmittable in
formal, systematic language” (Nonaka 1994, 16). It has been described as know-what
knowledge and circulates freely within an organization (J.S. Brown and Duguid 1998).
Explicit knowledge is found in memos, databases, and documents (Botha, Kourie, and Snyman
2008). Therefore, it can easily be stored and retrieved by knowledge management systems and
software (Botha, Kourie, and Snyman 2008; Wellman 2009). Information technology (IT)
scholars tend to focus on how computers and information systems record and share explicit
knowledge. Leading scholars in the knowledge management field contend that 80 percent of
knowledge management is people and culture, and 20 percent is technology (Liebowitz and
Chen 2003, 409); however IT scholars have numerous journals devoted to knowledge
management technology.
On the other hand, tacit knowledge is more personal and “deeply rooted in action,
commitment and involvement in a specific context” (Nonaka 1994, 16). It is know-how
knowledge (J.S. Brown and Duguid 1998) that is experienced, intuitive, and difficult to define
because “it incorporates both physical/cognitive skills such as the ability to juggle, to do mental
arithmetic…and cognitive frameworks such as the value systems people possess” (Hislop 2013,
19). Tacit knowledge leads to innovation in organizations (Wellman 2009), strategy or
competitive advantage (Johannessen, Olaisen, and Olsen 2001); learning (Lam 2000); and
product development (Kreiner 2002). A great deal of tacit knowledge is held by a nonprofit’s
leader and the organization can suffer if the leader leaves and his or her knowledge is not
disseminated throughout the organization (Peet 2012).
Explicit and tacit knowledge create a spectrum of knowledge rather than represent
opposite constructs. Therefore, knowledge is an “interlinked mixture of implicit tacit and
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explicit knowledge” (Botha, Kourie, and Snyman 2008, 13; see also Hislop 2013 and Hildreth
and Kimble 2002).
Because explicit knowledge is easily codified and captured, it is easily shared within an
organization. However, there is debate among scholars about whether tacit knowledge can be
shared. For example, some emphasize that tacit knowledge resides in the members of the
organization rather than the organization itself (VonKrogh and Roos 1995). Nonaka stresses
that tacit knowledge resides in the individual (Hislop 2013), but groups have the potential to
develop a shared tacit knowledge (Nonaka 1991). Organizational knowledge is “the process
that organizationally amplifies the knowledge created by individuals and crystallizes it as part
of the knowledge system of an organization” (Nonaka, Takeuchi, and Umemoto 1996, 833).
Others argue that tacit knowledge can be found in both the individual as well as a collective
(Baumard 1999).
Following Penrose (1959) and Alchian and Demsetz (1972), we argued that
organizations are an evolved organic means to harness the creative properties of
their participating members to the process of developing system level
capabilities. While a firm comprises both individuals with conscious and
automatic knowledge, learning and memory capabilities, and a set of definable
objectified resources, its most strategically important feature is its body of
collective knowledge. This knowledge is both situated (Suchman 1987) and
embedded in the organization as a community of practice (J.S Brown and
Duguid 1991; Lave and Wenger 1992). (Spender 1996, 75)

Whether or not a group or organization can share tacit knowledge is a lively debate within the
literature and has been posed as a research question to drive investigation in the subfield
(McAdam, Mason, and McCrory 2007). Like most scholarly debates, methodologies and
definitions are at the heart of the discussion.
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The third type of knowledge discussed in knowledge management literature is
embedded knowledge. Embedded knowledge appears in the “processes, products, rules and
procedures” of an organization (Gamble and Blackwell 2001, 13). There is knowledge in the
“things people have produced” (Horvath 2000, 36). Incorporating specific procedures within
order to provide exceptional service to customers is embedded in employee handbooks,
trainings, and procedures (Gamble and Blackwell 2001). For example, a community mental
health team will create their own processes to assess patients as well as ways to categorize
referrals according to their team’s strengths and weaknesses, and, as a result, their response
times will vary according to the collective assessment of a situation (Haynes 2005, 132).
Embedded knowledge can also impede innovation or change if an organization gets trapped in
antiquated routines and fails to adapt to changing environments.
Generally speaking, knowledge management encompasses how an organization directs,
develops, and controls explicit, tacit, and embedded knowledge. The concept of knowledge
management was first presented in 1986 at the United Nations International Labor Organization
conference (Wiig 1993). Like organization learning, many disciplines contribute to knowledge
management literature, and, as a result, many definitions are used by practitioners and scholars
(Darroch and McNaughton 2003; Dalkir 2011). For example,


Knowledge management includes the process of capturing, distributing, and effectively
using knowledge (Davenport and Prusak 1998).



Knowledge management is “some combination of technology supporting a strategy for
sharing and using both the brainpower resident within an organization’s employees and
internal and external information found in ‘information container’ primary documents.
The goal of KM [knowledge management] is to simultaneously manage data,
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information, and explicit knowledge while leveraging the information resident in
peoples’ heads, tacit knowledge, through a combination of technology and management
practices” (Duhon 1998, 9).


Knowledge management is the process by which we manage human centered
assets…the function of knowledge management is to guard and grow knowledge owned
by individuals and, where possible, transfer the asset into a form where it can be more
readily shared by other employees in the company (Brooking 1999, 154).

These definitions, and many like them, reflect the rapid increase of IT in society in the mid1990s and an organization’s ability to quickly and easily manage large quantities of
information. Consequently, research dedicated to knowledge management surged as well to
keep pace with IT, globalization, and the growing awareness of how valuable information is to
an organization (Larry Prusak 2007; Dalkir 2011). Therefore, a fair portion of knowledge
management literature is generated from the IT perspective. However, “an excessive focus on
technology is the most common pitfall in KM [knowledge management], they default to
technology because it’s easier to buy, implement and measure” (Davenport and Prusak 1998,
173).
Today, the “knowledge revolution” is upon us, but the heart of this revolution is
not the electronic links common in every office. Ironically, while the
knowledge revolution is inspired by new information systems, it takes human
systems to realize it. This is not because people are reluctant to use information
technology. It is because knowledge involves thinking with information. If all
we do is increase the circulation of information, we have only addressed one of
the components of knowledge. To leverage knowledge we need to enhance both
thinking and information. (McDermott 2000, 34)

Yet not all knowledge management scholars focus on IT. For example, one of the
seminal works in knowledge management literature, The New Organizational Wealth written
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by Karl Erik Sveiby (1997), places human resources at the center of knowledge management.
Sveiby identifies three “invisible assets on an organization’s balance sheet” (1997, 10):


Employee competence involves “the capacity to act in a wide variety of situations to
create both tangible and intangible assets….There is little machinery other than the
employees” (10).



Internal structure includes “patents, concepts, models and computer and administrative
systems….The internal structure and the people together constitute what is generally
called the organization” (10).



External structure includes “relationships with customers and suppliers. It also
encompasses brand names, trademarks and the company’s reputation or image” (11).

While Sveiby recognizes the role IT plays in managing knowledge, he focuses on an
organization’s human resources who create and use ideas (Haynes 2005).
Knowledge management literature encompasses the breadth and depth of technology, human
resources, and structure within an organizational setting.
As the body of knowledge management literature developed, various perspectives about
knowledge emerged that ground the contemporary work within the discipline. Wasko and
Faraj (2000) identified three perspectives about knowledge evident in knowledge management
literature.


Knowledge as a commodity: The first perspective “views knowledge as an object that
exists independently of human action” (Wasko and Faraj 2000, 156). In this case,
knowledge is treated as a commodity a firm can trade or purchase just like any other
good or service (Davenport and Prusak 1998).
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Knowledge in the individual: The second perspective says knowledge is “embedded in
people” (Wasko and Faraj 2000, 156). Although knowledge is derived from the
individuals within an organization, it is considered property of an organization which
can then be maintained (Tseng and Fan 2011). Therefore, knowledge assets must be
nurtured, preserved, and used by both individuals and the organization, and knowledge
related processes create, organize, transfer, and protect knowledge (Wiig 2000).



Knowledge as a public good: The final perspective frames knowledge as a public good.
People are motivated to share it with others due to a sense of moral obligation (Wasko
and Faraj 2000). In this case, knowledge is never depleted because it is shared openly,
and individuals add to it (Komorita, Parks, and Hulbert 1992).

Later, Hislop (2013) identified a fourth perspective derived from more-recent literature which
is grounded in three key assumptions evident in knowledge management literature:


Knowledge is the key asset for organizations to manage because of cultural and
economic transformation (Spender and Scherer 2007).



The nature of work is shifting to intellectual work rather than physical labor
(Sewell 2005).



Effectively managing knowledge can generate a competitive advantage (Spender
and Scherer 2007; Swart and Harvey 2011).

Therefore, knowledge is vital to the livelihood and financial success of an organization. These
assumptions support a new perspective of knowledge management as “a deliberate and
systematic approach to ensure the full utilization of the organization’s knowledge base, coupled
with the potential of individual skills, competencies, thoughts, innovations, and ideas to create
a more efficient and effective organization” (Dalkir 2011, 3). Furthermore, recent practitioners
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and scholars have developed a more knowledge-centric view of the firm (Larry Prusak 2007).
“Fundamentally, business firms are organizations that know how to do things” (Winter 1988,
175). In summary, organizations not only learn, but in today’s global economy rich with IT,
human resources, and a volatile global market, organizations must actively pursue new
knowledge and incorporate it into their existing routines in order to remain competitive.
The importance of a knowledge-centric view of the firm is evident when considering
how an organization innovates in order to maintain a competitive edge. When a firm’s routines
change, it is considered an innovation (Nelson and Winter 1982). Therefore, when knowledge
containing new ideas is effectively managed within an organization, it is considered an
antecedent of innovation (Nonaka 1991).
Effective knowledge management has been presented in the literature as one
method for improving innovation and performance. More specifically
knowledge dissemination and responsiveness to knowledge have been mooted
as the two components that would have the most impact on the creation of a
sustainable competitive advantage. (Darroch and McNaughton 2002, 211)

To summarize, the vast body of organization learning and knowledge management
literature began in the 1960s as practitioners and scholars pursued how to best develop a firm’s
strategic advantage in an ever-increasingly competitive and expanding economy. Scholars
focused on how specific acts of organizing, sharing, and distributing explicit, tacit, and
embedded knowledge could benefit an organization. In so doing, IT, organization learning
efficiencies, and social processes within the organization were explored. What practitioners
and scholars see today is a knowledge-centric firm that possesses the unique ability to “know
how to do things” and the ability to adapt to an ever-changing environment. While knowledge
management literature was initially created in the for-profit sector, practitioners and scholars in
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the nonprofit and public sectors have begun to develop a complimentary body of literature that
contributes to the understanding of organization learning.

Knowledge Management in Nonprofit and Public Sector Scholarship

Though many disciplines have historically contributed to knowledge management
literature, nonprofit and public sector scholars only recently began studying knowledge
management issues within their respective sectors (Willem and Buelens 2007; Maden 2012).
Increased competition within the nonprofit and public sector (c. Hume and Hume 2008); the
recent economic recession (Jurisch et al. 2013); a shift from information hoarding to
information sharing between public entities sparked by events such as 9/11 (Yang and Maxwell
2011; Sinclair 2006); and complex networks of service providers comprised of businesses,
government entities, and nonprofits (McNabb 2007) have forced public organizations to
manage their markets and clients/customers in new ways (M. Hume et al. 2006). Internal
organizational forces have also prompted changes in knowledge management such as the need
to effectively facilitate work flow, increased and improved technologies, and new
understandings of human cognitive abilities (Wiig 2000). Many public organizations and
nonprofits exist to provide knowledge to the community (Luen and Al-Hawamdeh 2001;
Capozzi, Lowell, and Liverman 2003), and since the 1990s, public organizations have adopted
business practices in order to improve service to their community (Osborne and Gaebler 1992;
Williams and Lewis 2008). However, adopting more business-like practices counters the
nonprofit culture that discourages resource investment in administrative and managerial
practices: “many philanthropies, fearing that a dollar spent internally is a dollar wasted, have
neither the organization nor the systems to manage their knowledge properly” (Capozzi,
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Lowell, and Liverman 2003, 89). Likely because nonprofits are slower to adopt business-like
practices, knowledge management scholarship about nonprofit organizations has lagged behind
the public sector.
Both nonprofit and public sectors can likely learn from the literature and practices
developed within the for-profit sector; however, for decades scholars have recognized private
organizations are fundamentally different from nonprofit or public organizations (Perry and
Rainey 1988). The literature is rich with examples describing disparities, and a sampling is
included here:


Nonprofit and public organizations experience different financial realities and
constraints (Helmig, Jegers, and Lapsley 2004). While the public sector recognizes that
information-sharing tools like IT are vital, the availability of such tools is minimal in
these settings (vanVuuren 2011).



There is historically great disparity between nonprofit salaries and comparable for-profit
compensation; thus their strategies to attract and retain human resources differ (N.E.
Day 2010; Worth 2014; Goulet and Frank 2002).



It is difficult for nonprofit organizations to quantify and measure successful
programming as compared to for-profit entities that often use profit or bottom-line as a
measure of success (V. Murray 2010; Osborne and Gaebler 1992).



Nonprofit and public organizations juggle a variety of interests that often conflict
including clients or those served, political actors, citizens, funders and the greater
community (Helmig, Jegers, and Lapsley 2004, Maden 2012; Ebrahim 2010).



Nonprofit missions often promote changes in the behaviors of their target
audience/clients such as being drug addicts or wearing seatbelts, while for-profits try to
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win over their target audience to their product or service (Andreasen, Goodstein, and
Wilson 2005).


Public organizations are more bureaucratic than in the private sector and therefore more
stubbornly resist change (Boyne 2002).

Although nonprofit and public organizations differ from for-profit firms, all of them compete in
volatile environments in which knowledge management is essential for success. However,
nonprofits have specific attributes that make knowledge management difficult.
Knowledge in nonprofit organizations is fragmented and not formalized (Andreasen,
Goodstein, and Wilson 2005) because of the high turnover rate of staff and volunteers (Gilmour
and Stancliffe 2004). Likewise, nonprofits are usually less complex or are operationally
immature compared to for-profit entities because they function using less-sophisticated
business practices and organizational structures (Lettieri, Borga, and Savoldelli 2004).
Furthermore, organizations suffering with high staff turnover, indicative of nonprofits, are also
less mature in regards to life-cycle placement (Thorp 2003). In addition, nonprofit employees
can often relate to public sector employees who hoard knowledge because many in nonprofits
associate knowledge with power and potential advancement (Amayah 2013; Liebowitz and
Chen 2003).
Knowledge management literature in the for-profit sector has historically ignored small
to medium-sized firms. The size of an organization may present unique obstacles not
previously revealed in the research, which is especially relevant to the nonprofit setting because
the vast majority of nonprofit organizations are small.1 However, the limited number of studies
1

The size of the nonprofit sector is difficult to determine because so many organizations are not designated by the
Internal Revenue Service. Furthermore, data tracking the organizations that are known is notoriously incomplete
(Salamon 2012a). A conservative estimate in 2010 projected the sector at roughly two million strong.
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focused on small and medium-sized firms is noteworthy.2 For example, smaller companies
were actually managing knowledge but merely failed to recognize the term knowledge
management (Parlby 1998). Once the term was introduced, these smaller companies renamed
existing management practices to reflect the term knowledge management (Blair 2002). It is
no surprise that smaller organizations lack sophisticated knowledge management systems but
do indeed employ knowledge management tools on the operational level. One could then
assume size may be important in determining specific knowledge management practices, but it
does not totally dismiss the possibility of knowledge management practices existing within
smaller nonprofit organizations. In fact, knowledge sharing improved when social interaction,
rewards, and organization support were apparent in public sector bodies (Amayah 2013). This
is supported in the for-profit literature in which commitment-based human resources practices
such as team-based training, long-term exchange relationships between employer and employee
and opportunities for professional advancement significantly decreased the knowledgehoarding behavior of employees (Husted et al. 2012).
In conclusion, in many respects, nonprofit and public organizations fundamentally
differ compared to for-profit organizations. Furthermore, nonprofits and public organizations
face unique challenges; however, “the goals of creating organizations which fully utilize and
value their information assets and leverage the full potential of their people by tapping into
Approximately 1.2 million of these organizations were registered with the Internal Revenue Service, yet only a
quarter of those registered about 332,000, met the $25,000 annual-expenditure threshold requiring them to file IRS
Form 990 (this includes religious organizations). Of the 332,000 that filed, nearly half reported $100,000 in
expenditures, and 75 percent reported less than $500,000 (Salamon 2012b). Nonprofits with more than $500
million in expenditures accounted for less than .1 percent of nonprofit organizations (Cryer 2009).
2

One study conducted by RP uit Beijerse in 2000 on small and medium-sized for-profit organizations in the
Netherlands sheds light on the dilemma of organization size. In this study, systematic knowledge management
policies on either a strategic or tactical level were scarce in small organizations; however, at the operational level,
many knowledge management instruments were apparent; “these instruments are often not seen as an instrument
for knowledge management within the companies” (Beijerse 2000, 175).
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formal and informal knowledge networks, should be common to organizations across the
sectoral spectrum” (Milner 2000, 11). Though the majority of nonprofits is small in size,
knowledge management practices are evident in these organizations due to increased service
demands, competition, and new technology. A robust body of literature specific to nonprofit
knowledge management has yet to develop. However, a vibrant body of literature focusing on
nonprofit capacity building exists through the efforts of a diverse group of scholars interested in
nonprofit organizations and representing many disciplines. Capacity building literature
includes how nonprofits change their business practices or strategies in order to improve
services or advance their mission. Building capacity is a practical illustration of organization
learning and, more specifically, knowledge management. Building capacity requires learning
new processes, technology, and information which, in turn, requires an organization to manage
new knowledge. The following section introduces nonprofit capacity building scholarship in
preparation for introducing absorptive capacity literature.

Nonprofit Scholarship

Without a doubt, communities increasingly rely on the nonprofit sector to offer citizens
human and social services (Bishop 2007). Federal, state, and local government initially
engaged the nonprofit sector to provide New Deal programs. However, the trend accelerated in
the 1980s with the advent of the hollow state that expanded social services while shrinking the
size of government (Provan and Milward 1996). Nonprofits are part of a complex network of
public and private organizations tackling the wicked problems of society such as homelessness,
illiteracy, and illness (Kettl 2000) while enriching communities with programming in the arts
and leisure activities. Nonprofits work within complex environments and can institute either
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internal or external strategies to adequately provide services (DeVita, Fleming, and Twombly
2001; Cordes et al. 1999). Internal strategies are designed to promote efficiency through staff
training, volunteer recruitment, and management or strategic planning. External strategies
attempt to build relationships within the funding community and political systems in order to
optimally position the organization to compete for funding and clientele. Internal and external
strategies can be leveraged simultaneously in order to successfully navigate complex social
environments. Building the capacity of both internal and external operations is the key to longterm nonprofit sustainability (Doherty and Mayer 2003).
Unfortunately, many nonprofits lack the organizational capacity to function successfully
(Blumenthal 2003, Minzner et al. 2013; DeVita, Fleming, and Twombly 2001; Letts, Ryan, and
Grossman 1999; Light 2004). For example, an organization may not have the accounting
software or staff expertise in order to adequately manage a large grant from a foundation. Or
the scarcity of paid staff dedicated to developing volunteer recruitment and management
strategies may jeopardize the long-term sustainability of a program. Many public and private
entities began addressing deficiencies in organization design in the 1950s through periodic and
narrow technical assistance efforts (A. Brown 1980). By the 1980s, broader, continuous
capacity building strategies flourished (A. Brown 1980), and the nonprofit sector embraced
capacity building as a way to improve both internal and external capacities. For the past two
decades, private and public funders have invested in capacity building initiatives designed to
expand and improve nonprofit service delivery (Minzner et al. 2013).
Though capacity building is widespread throughout the sector, nonprofit scholars and leading
funders have not agreed on a clear definition of organizational capacity or capacity building.
Various definitions are apparent in the literature and are included in Table 1. While nonprofit
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practitioners and scholars may articulate capacity building differently, there is agreement about
common capacity building activities. Table 2 associates a particular nonprofit capacity with
coinciding capacity building activities (Worth 2014, 151 based on Light 2004, 58-59).
Although incomplete, Table 2 lists a variety of capacity building activities. Other capacity
building activities include internships, written materials, technology, meetings, appreciative
inquiry, communities of practice, training, technical assistance, and coaching/mentoring
(Preskill and Boyle 2008, 447).3
Practitioners and scholars agree that a variety of obstacles prohibit or limit capacity
building efforts, particularly in the nonprofit setting. Providing the nonprofit’s program
consumes staff time, leaving little opportunity to develop skills, functions, or to plan; there is
often little understanding of how strengthening the organization can improve or even expand
program delivery; organization culture may not reward capacity building activities; little
surplus funding is available to invest in capacity building efforts; communities may lack
consultants or educational opportunities appropriate to facilitate intensive capacity building;
and unrealistic expectations may derail capacity building efforts that take long-term
commitment to develop (Doherty and Mayer 2003). For small nonprofits especially, the lack
of funding or the inability to manage resources makes capacity building efforts particularly
difficult (Kapucu, Healy, and Arslan 2011). In some cases, capacity building efforts are
unsuccessful because experts who are invited by the nonprofit to assist with capacity
development misunderstand the nonprofit setting (Bennett, Mousley, and Ali-Choudhury
2008). This is especially true in instances in which for-profit companies adopt a nonprofit in

3

A large body of literature published by practitioners focuses on capacity building through training design and
evaluation. Consider Rae 1997, 2002; Hale 2002; Shapiro 1995; or Phillips 1997.
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order to provide IT, computer upgrades, website design or social media development
(Schneider 2003; Bennett, Mousley, and Ali-Choudhury 2008; Nah and Saxton 2012; Saxton
Table 1
Definitions of Capacity or Capacity Building
Author
Letts, Ryan, and
Grossman 1999,
23

Definition of capacity or capacity building
Organizational capacity is derived from three types of capacities: program
delivery to effectively and efficiently deliver program; program expansion
or the ability to build program delivery; and adaptive learning to measure
performance, responding to clients, innovating new programs and
motivating staff.
Nye and
Capacity is built from within and from without: it involves the
Glickman 2000,
development of the physical and financial assets of community
171; Glickman
organizations and the neighborhoods they serve. It includes capacity in:
and Servon 2007, resources, organization, programs, networks and politics.
6
Connolly and
Organizational capacity includes six components in continual interaction
Lukas 2002, 15
between the organization’s external environment: mission, vision, and
strategy; governance and leadership; program delivery and impact;
strategic relationships; resource development; and internal operations and
management.
Linnell 2003, 13 Capacity refers to an organization’s ability to achieve its mission
effectively and to sustain itself over the long term. Capacity also refers to
the skills and capabilities of individuals. Capacity building refers to
activities that improve an organization’s ability to achieve its mission or a
person’s ability to define and realize his/her goals or to do his/her job more
effectively.
Doherty and
Capacity building is a holistic and intentional approach in which all the
Mayer 2003, 2
working parts of an organization—both program and “back office,”
internal and external work are addressed as a whole
Kibbe 2004, 5
Capacity building focuses on an organization’s skills, systems, structures,
and strategies. The primary intent of organizational capacity building is to
enhance an organization’s ability to achieve its social mission.
Hudson 2005, 1
Capacity building is investing in internal systems people, processes and
infrastructure and its external relationships funders, partners and
volunteers so it can better realize its mission and achieve greater impact,
Cassidy, Leviton, Organizational capacity is the ability to manage operations successfully
and Hunter 2006, over time; run programs in conformity to the performance criteria spelled
150
out in their logic models and implement and complete new research or
expand existing ones. Capacity building focuses on the process by which
those programs and organizations use those parts in optimal ways.
Kapucu, Healy,
Organizational capacity encompasses the organizational knowledge,
and Arslan 2011, systems and processes that contribute to organizational effectiveness or the
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ability to achieve a stated mission. Capacity building refers to
individualized interventions designed to improve an organization’s ability
to operate effectively and efficiently.
Table 2
Capacity Building Activities

Capacity
External Relations

Internal Structure

Leadership

Management Systems

















Capacity-Building Activities
Improve collaboration with other nonprofits
Conduct strategic planning
Strengthen fundraising
Improve media relations
Engage in team building
Add staff
Undertake reorganization
Undertake board development
Delegate more responsibility
Undertake leadership development
Adopt new information technology
Provide staff training
Update accounting system
Engage in program evaluation
Engage in organizational assessment

and Guo 2011). Furthermore, community perception discourages nonprofits from spending
precious human and financial resources on business-like efforts such as capacity building
(Andreasen, Goodstein, and Wilson 2005). Rather, the public believes nonprofits should spend
every possible resource on activities directly related to mission delivery. Being nonprofit-like
counteracts efforts to strategically build a nonprofit organization and carries a negative
connotation (Light 2001). In reality, nonprofits face countless obstacles managing long-term
capacity building efforts rooted in everyday programmatic demands (Cassidy, Leviton, and
Hunter 2006).
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If these obstacles are somehow overcome, the real question practitioners and scholars
ponder is, does capacity building work? Is it beneficial for a nonprofit to hire a consultant, to
create a strategic plan, or invest in new technology? Measuring capacity building success relies
on how capacity building is defined and measured. However, capacity building efforts
targeting areas related to organizational effectiveness such as the board of directors,
organizational responsiveness, and management practices have been successfully studied and
measured (Herman and Renz 2008). There is evidence that capacity building efforts positively
influence management and program outcomes:


In the case of small, street-level emergency-food organizations that are organizationally
tenuous yet essential to the community, key attributes leading to mission fulfillment
include the presence of a paid-staff person and computerization of records, while
technical assistance from other organizations or institutionalization of procedures had
little effect on program outcomes (Eisinger 2002, 115).



Community development corporations can successfully provide capacity building
services to nonprofits, that, in turn, are able to better serve their neighborhoods.
Capacity building efforts that develop strategic plans, create administrative systems and
management processes, develop an organization’s ability and opportunity to build close
working relationships with city government, and train about the mechanics of banking
and finance improve community-organization performance. The result is better
neighborhood services (Nye and Glickman 2000, 194-195).



One of the country’s largest capacity building programs, the federal government’s
Compassion Capital Fund (CCF) Demonstration Program, clearly identifies nonprofit
organizations’ increased capacity in five essential areas: organizational development,
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program development, revenue development, leadership development, and community
engagement. However, the research design was limited and did not identify exactly
which area, or combination thereof, contributed to the increase. The design also did not
measure whether specific nonprofits receiving capacity building services experienced
more effective or efficient service delivery or better outcomes. However, the evaluation
measured positive changes in internal operations and service delivery (Minzner et al.
2013, 547, 563).


A study reporting on a five-year capacity building initiative with small grassroots
organizations reports that board and staff members’ knowledge about finances and
technology was enhanced, the number of stable board members serving organizations
increased, and stable boards and staff allowed the executive directors to attend to issues
previously ignored because of time constraints. In turn, executive directors were better
able to identify areas of deficiency within the organization for future development
(Sobeck and Agius 2007, 237 and 244).



Staff from small nonprofits reported substantial growth in skills as a result of long-term
capacity building programs. Staff from the Second Harvest Food Bank of Central
Florida participated in a long-term capacity building program. Leaders reported marked
increases in areas such as grantwriting, organizational effectiveness, strategic planning,
board development, fundraising, major gifts, individual giving, volunteer management,
and program evaluation (Kapucu, Healy, and Arslan 2011).



In some cases, capacity building efforts can be directly related to an organization
securing funds. The University of Pittsburgh’s Graduate School of Public and
International Affairs’ Nonprofit Clinic in western Pennsylvania provides outreach and
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capacity building services to area nonprofits. One nonprofit receiving support reported
securing a $50,000 grant from a funding source because the clinic trained and assisted
the agency in writing a strategic plan. Another organization secured funding after a
cash-flow plan had been developed with the aid of the center (Bright, Bright, and Haley
2007).
In these specific cases, capacity building efforts were beneficial to an organization. However,
capacity building is not a static effort. As a nonprofit’s internal and external environments
change, so must the organization that likely requires some sort of capacity building. Inevitably,
on some level, capacity building is an ongoing effort that must be sustained in order to develop,
or even maintain, the organization.
Any organization, no matter how moribund and inefficient, can be effective for a
time. All it needs are extraordinary employees who are willing to put up with
old computers, stress and burnout. The trick is both to achieve and to sustain
the effectiveness over time. The only way I know of doing so is by building
organizational capacity. (Light 2004, 22)

The desire to achieve and sustain effectiveness over time prompts some nonprofit
organizations to initiate capacity building strategies. Sometimes, that prompt comes from an
external source. For example, demands of accountability, transparency, efficiency, and
performance measurement drive many organizations to change administrative systems and
procedures, plan, and train—all to build their capacity. Two external sources in particular
drive capacity building efforts in the nonprofit sector: foundations and government.
Foundations are eager to invest in nonprofits in order to address community needs.
Funders realize that “the consequences of investing in organizations that are capacity
constrained will often result in squandered resources” (Malveaux 2007, 114). Since the 1990s,
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it has become increasingly apparent to funders that nonprofits often lack the capacity to provide
services. Therefore, foundations have expanded their support to address capacity gaps
(Minzner et al. 2013). The United Way, the David and Lucile Packard Foundation, the Pew
Charitable Trust, and countless community and family foundations invest in capacity building
programs to improve nonprofit performance with the ultimate goal of improving service
delivery (Blumenthal 2003; DeVita, Fleming, and Twombly 2001; Light 2004).
Just as a city’s physical infrastructure crumbles over time if it is not maintained,
so it is with nonprofit infrastructures. While the signs of erosion are rarely
dramatic in one year, prolonged neglect will ultimately result in their total
breakdown—and in the collapse of the programs they operate. Nonprofits are
essential to the well-being of our citizenry; the need to strengthen their
organizational capacity cannot be ignored. (Bove and Mandell 1993, 1)

Capacity building is especially important for start-up organizations that face countless
leadership, funding, and programmatic obstacles in the first few years after incorporation.
Foundations providing initial support to establish new organizations or programs are making
serious investments, and their expectation is the nonprofits will mature. “Organizational
capacity is directly related to whether a new program will survive and prosper once its original
funding has ended….if [foundations] want to see a program endure, much less replicated and
built to scale, investments in nonprofit capacity building are essential” (DeVita, Fleming, and
Twombly 2001, 33). New nonprofits are usually financially unstable and eager to accept
foundation funding.
Outcome measurement is exceedingly important in the nonprofit sector because
foundations require results in order to continue financial support. Grants are often tied to
reporting requirements including output and outcome measurement. Therefore, funders
encourage organizations to develop new program evaluation techniques that initially require
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knowledge building and training. This is especially true when nonprofits serve large
geographic areas such as regions (Kearns 2004) that offer state-wide initiatives (Stevenson et
al. 2002), or work in foreign countries (Gaventa, Creed, and Morrissey 1998). Performance is
paramount in foundation granting today. Therefore, nonprofits must create or develop datacollection and reporting methods to measure program performance in order to qualify for grant
funds.
Community-wide capacity building initiatives launched by foundations attempt to
improve nonprofit programming across an entire city or region. For example, beginning in
2000, Pittsburgh’s Forbes Fund served as the catalyst for funding dialogue, research,
assessment, and targeted capacity building initiatives in order to help nonprofits identify
community needs, seek partnerships, invest in quality-improvement programs, enhance
nonprofit human resources, and diversify revenue streams (Kearns 2004). As a result, Forbes
now manages three funds tied to ongoing capacity building and research in the region: The
Copeland Fund for Nonprofit Management, the Tropman Fund for Nonprofit Research, and the
Wishart Fund for Nonprofit Excellence. When community-wide capacity building initiatives
set the standard for nonprofits within an area, and specific organizations likely feel the pressure
to conform to capacity standards.
Foundations are not the only entities demanding high-functioning nonprofits.
Government and citizens also place pressure on nonprofits to perform (Stevenson et al. 2002).
The federal government began purchasing services from the nonprofit sector in the 1980s and
state and local government soon followed suit (Gooden 1998). This trend is well-documented
and is often referred to as the “hollow state” (Milward 1996). The Personal Responsibility and
Work Opportunity Reconciliation Act of 1996 expanded government contracting to include
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faith-based social service providers (Kennedy and Bielefeld 2002). The activity of government
contracting the services of nonprofit organizations follows the public-goods theory that argues
the market fails to provide all of the services the public requires, and nonprofit organizations
fill the void (Ferris 1998; Weisbrod 2009). Nonprofits not only fill a service void and
implement policy but also act as policy advocates and influence the outcome of policy-making
processes by shaping the policy agenda, analyzing policy options, and monitoring policy
implementation (Ferris 1998, 145). The result is a complex web of coordination between
nonprofit, government, and for-profit providers. “It is how leaders pull together widely
disparate resources—money, people, expertise and technology—to get things done” (Kettl,
2000, 7).
Nonprofit organizations contract with government departments to provide services such
as child and elder care, after-school programming, shelters, foster care, food banks, and a
variety of others (Pettijohn and Boris 2013). Like foundations, government entities require
high standards of program efficiency and positive outcomes (Feiock and Jang 2009). In order
to meet these standards and qualify for future contracts, nonprofits turn to capacity building to
enhance services. Viable strategic plans and performance measurement are required to apply
for government contracts. Many nonprofit organizations pursue government contracts in order
to expand their funding base, while some rely heavily on government contracts because of their
health- or education-related missions. Therefore, nonprofit organizations pursue capacity
building initiatives in order to qualify for and maintain government contracts.
Direct pressure from external funders such as foundations and government departments
can push nonprofit organizations into conducting capacity building measures. However,
internal needs can also pull a nonprofit into capacity building initiatives.
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The adoption of IT illustrates a variety of internal capacity building pressures that
nonprofits experience. Many nonprofits use antiquated or minimal IT systems that are
incapable of meeting emergent transparency and accountability standards. IT experts call for
nonprofits to enhance organizational capacities for long-term IT planning, budgeting, staffing,
training, performance measurement, and internet and website capabilities (Hackler and Saxton
2007). However, nonprofits need more than computers and software; nonprofit staff
desperately need IT training in order to capture and manage information relevant to measuring
outcomes (Hackler and Saxton 2007). Because nonprofit organizations prioritize mission or
programming over information systems, developing an organization’s IT system is often
overlooked or only given minimal effort (Schneider 2003). Though organizations, especially
smaller ones, realize IT is lacking within their agency, limited budgets and a programmatic
focus often yield antiquated computer systems and limited and staff knowledge (Stoecker and
Stuber 1997). However, there are several ways internal pressure can spur an organization to
build its IT capacity. Nonprofits must effectively communicate with individual donors, clients,
and volunteers to recruit and manage human resources, and raise revenue. Therefore, the need
to effectively and efficiently communicate leads many nonprofits to develop information- and
communication-technology capacity particular to social media. “Obtaining funding from
donors requires a more extensive outreach, stakeholder engagement and public relations focus.
It is thus perhaps not surprising that dependence on donors appears to push organizations to use
social media more heavily” (Nah and Saxton 2012, 313).
Organizations take cues from respected or nonprofit leaders in their community.
Mimetic isomorphism is the tendency for organizations to imitate one another (Letts, Ryan, and
Grossman 1999, 86). For example, organizations that emulate leading nonprofit organizations
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within a community may adopt communication technology such as websites which not only
impact programming but also legitimize the organization within the community (Zorn,
Flanagin, and Shoham 2011). Nonprofits build capacity as they emulate neighboring
organizations or those with similar missions.
A nonprofit is nothing without the people who work and volunteer within the
organization, and internal pressure to pursue capacity building measures from staff and
volunteers cannot be overlooked. Staff bring particular skills to an organization, and agency
leaders, managers, or executives set the tone for adopting new technology. Board members
serve as boundary spanners (Tushman and Scanlan 1981) who look outward within the broader
community for opportunities and bring unique expertise into the organization (Worth 2014).
Nonprofit leaders, both executive and board, then have “discretion to choose when and how to
introduce new technology” (Corder 2001, 196). Not surprisingly, if decision makers are
experts in the new technology, they are more likely to develop those areas of the organization
(Zorn, Flanagin, and Shoham 2011). Nonprofit leaders are capacity building gatekeepers.
“Nonprofit executives face the daunting challenges of managing multiple and conflicting
demands, often independent of client demands or satisfaction” (Corder 2001, 215). Therefore,
building an organization’s technological capacity can either be embraced or deflected by
nonprofit leadership.
Organizations function in a volatile environment and are not insulated from internal
pressures, as described above, or external forces (Mitchell, Agle, and Wood 1997). External
pressure from funders such as foundations and government contractors push nonprofits to
increase capacity in the effort to expand and improve services. Nonprofit leaders must
consider the accessibility of various funding sources as well as how essential a specific funding
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source is for survival (K.A. Gronbjerg 1993). Programmatic needs are weighed against other
needs such as capacity building. “In particular, voluntary agencies are typically influenced by a
strong sense of purpose and commitment. Thus nonprofit organizations are torn between
organizational maintenance and pursuit of their purposive objectives” (Smith and Lipsky 1993,
149). Internal pressures such as communicating with stakeholders, taking cues from other
organizations, and attitudes of leaders also lead—or repel—organizations into capacity building
pursuits. Leaders must assess the salience, or stakeholder’s power and perceived legitimacy,
and the urgency of the request before action is taken (Mitchell, Agle, and Wood 1997; Renz
2010; Herman 2010). Therefore, leadership is an essential factor in deciding whether an effort
such as capacity building is considered and pursued within the nonprofit setting.

Nonprofit Capacity Building Scholarship

Communities across the country demand a variety of nonprofit services such as food
and shelter, providing childcare, education, and healthcare to enriching quality of life with
athletics and the arts. However, the funding of diverse and vibrant nonprofit programs is at the
mercy of private and public contributions. The economic downturn in 2008 radically decreased
nonprofit contributions while dramatically increasing service demands (Lerner 2009). No
matter the financial outlook, communities rely on nonprofits to provide exceptional programs
and services on limited budgets.
A nonprofit organization functions within a volatile sea of internal and external
pressures that influence the propensity to build capacity. Because nonprofit organizations are
so varied both in internal function and external environment, systematically studying capacity
building is challenging. Practitioners and scholars alike continue to slowly develop capacity
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building literature. One of the most important studies was conducted in 1999 by Christine
Letts, William Ryan, and Allen Grossman; High Performance Nonprofit Organizations:
Managing Upstream for Greater Impact is an essential contribution to nonprofit capacity
building literature.

Carl Sussman, a management and community development consultant,

further developed the model in 2003.4 Together, Letts, Ryan, and Grossman, and Sussman
developed three core nonprofit capacities:


Programmatic capacity: an organization’s ability to conduct its primary
value-creating charitable activities: concerts, shelter, research, teaching,
advocating for policies. Programmatic capacity enables an organization to
create more value because it has more experienced staff or a better servicedelivery model than its competitors.



Organization capacity: the attributes—structures, functions, systems,
procedures, and culture—that promote order and predictability, thereby
helping to maintain the collective effort and the corporate entity. For
example, financial accounting systems, leadership succession, strategic
planning, technology utilization, and board development are examples of
organization capacity. Its presence enables an organization to regulate itself
by generating and allocating human, financial, and informational resources
in support of its primary value-creating activities. Organizational capacity
provides the stability and order needed to persist as an operating corporate
entity.

4

Sussman wrote a paper about adaptive capacity with the support of a grant made by the Barr Foundation to
“stimulate research and thinking about adaptive capacity among practitioners in the nonprofit sector and to better
understand how adaptive capacity contributes to organizational effectiveness” (Sussman 2003, acknowledgments).
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Adaptive capacity: the complementary and often-destabilizing quest for
change in pursuit of improved performance, relevance, and impact.
Organizations that possess adaptive capacity are very focused on and
responsive to what is happening outside of their organizational boundaries.
They consciously interact with their environments that, in turn, provide
information-rich feedback, stimulate learning, and ultimately prompt
improved performance (Sussman 2003, 2-3).

An effective organization uses all three capacities to generate value, stability, and change
which are explained in Figure 1. Organizational, programmatic, and adaptive capacity work in
concert with one another as illustrated in Figure 2. However, a nonprofit organization will
emphasize each capacity to a greater or lesser degree depending on circumstances. Sussman
describes capacity balance as the extent to which the three capacities are balanced (2003, 3).
Capacity alignment is the amount of overlap between them and indicates how these capacities
operate to support and reinforce each other to advance the organization’s mission (Sussman
2003, 4).
To illustrate capacity balance and alignment, consider a small, start-up nonprofit
organization. This organization likely focuses a great deal of effort on delivering
services, or programmatic capacity, at the expense of organizational and adaptive
capacity. The illustration in Figure 3 visually depicts such an organization. The startup nonprofit organization is devoted to establishing and expanding its program.
However, the long-term stability of the organization is in jeopardy because
administrative systems and environmental factors are being ignored. Therefore, the
challenge for the leaders of the start-up organization is to develop organizational and
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Value
Fulfilling mission
Programmatic Capacity

Change
Advance the mission by strategically
changing in anticipation of and in response
to environmental circumstances and in
pursuit of enhanced results

Stability
Organize and deploy resources
efficiently and effectively

Adaptive Capacity

Organization Capacity

(Sussman 2003, 2-3)

Figure 1. Results of Capacity Building in an Effective Organization

Organization

Programmatic

Adaptive

(Sussman 2003, 3)

]
Figure 2. Capacities in Concert
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adaptive capacity while, at the same time, attending to programmatic capacity. The focus on
programmatic capacity building is not unique to start-ups. Nonprofits at any stage of
development tend to favor programmatic capacity building efforts to the detriment of
organization capacity that is essential to achieving its mission (Kinsey and Raker 2003).

Organization

Adaptive
Programmatic

(Sussman 2003, 4)

Figure 3. Example of Capacities in Small Start-Up Nonprofit

The Limitation of the Letts, Ryan, and Grossman’s and Sussman’s Capacity Building Model

The Letts, Ryan, and Grossman, and Sussman model is extremely useful for
practitioners in identifying areas of strength or weakness within a particular nonprofit as well as
for scholars to systematically study unique features of an organization. However, the
programmatic, organization, and adaptive capacity model fails to account for two other
important factors: does the organization want to build its capacity in the first place, and if so, is
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it able to do so? The desire for a nonprofit organization to launch a capacity building initiative
is ideally a precursor to programmatic, organization, or adaptive capacity building.
There is limited reference to capacity building willingness in scholarship, but capacity
building readiness has been discussed (Sobeck and Agius 2007; Backer 2001; Preskill and
Boyle 2008). Unfortunately, even if an organization has a conception of its ideal state, “leaders
often find that building new capabilities is a daunting challenge” (Blumenthal 2003, 27). An
organization must be willing to begin a costly and humanly taxing change process (Rusly,
Corner, and Sun 2011). This is true even when a funder, such as a foundation, is financially
supporting the effort: “organizations varied in their readiness to accept the genuineness of our
intentions and the merit…of our approach to the task….for future work, it would be helpful to
think about readiness for change” (Stevenson et al. 2002, 241). Some propose a more holistic
approach to capacity building (Berlinger and Te'eni 1999; Hackler and Saxton 2007; Connolly
and York 2003). While seemingly trivial, the desire to build capacity is an important
antecedent for any capacity building initiative. In reality, a foundation or government
department may pressure a nonprofit to develop a specific capacity, but unless the organization
is willing to proceed, the efforts will likely be in vain.
Assuming a nonprofit organization wants to build capacity, can it? Does it have the
ability to build organization, programmatic, or adaptive capacity? Beyond capacity building
readiness, does an organization have the ability to change? To continue using the above
illustration of a nonprofit start-up organization that is focused on programmatic capacity
building, presumably the organization must have a certain baseline level of systems and skills
in place in order to build organizational and adaptive capacity. A consultant may facilitate a
strategic planning process with the start-up’s leadership to identify goals and objectives, but the
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plan will likely not be implemented if financial and human resources are not dedicated to the
plan’s implementation and deadlines are not articulated and monitored. If the organization has
one or two staff, lacks funding and accounting systems, and relies heavily on volunteers, its
ability to implement even a modest strategic plan is remote. Consider examples from the
nonprofit literature:
 Hackler and Saxton (2007) explored organization capacity building through the
strategic use of IT. They identified six organizational characteristics that greatly
influence an organization’s ability to develop IT capabilities: IT planning; IT
budgeting, staffing, and training; internet and website capacities and usage; outcome
measurements; board support and involvement in IT decision making; and leadership
embracing IT’s strategic capabilities (Hackler and Saxton 2007, 477). These six
competencies are mutually reinforcing and essential to creating the “IT savvy” (Weill
and Aral 2005) required for future IT development. In essence, future IT development
relies on a preexisting IT base. This is an example of a nonprofit’s ability to build its
technological capacity.
 Bennett, Mousley, and Ali-Choudhury (2008) studied how marketing knowledge is
transferred between a for-profit company and a nonprofit partner. They determined,
“both the extent and the effectiveness of transfers depended on the degree of marketing
knowledge within the nonprofit partners, on levels of knowledge specificity and
research complexity and on the financial importance of the collaboration” (38). Again,
a baseline degree of marketing knowledge is required in order to build marketing
capacity. This is an example of a nonprofit’s ability to build a specific marketing
capacity.
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 Doherty and Mayer (2003) evaluated capacity building programs in Minneapolis. They
identified nine elements that contribute to successful capacity building. One describes
that a nonprofit supports its own capacity building efforts: “for an organization to
effectively build its capacity, staff and board must see the link between capacity
building and the ability of the organization to fulfill its mission” (6). In order to build
capacity, the organization must realize the value of such work. This illustrates the
organization’s ability to value continual investment of resources in capacity building.
 Stevenson, Florin, Mills and Andrade (2002) conducted a three-year state-wide program
to build the evaluation capacity for community based grant recipients. They concluded
that some of the larger organizations could hire staff with specific expertise to
implement newly acquired program evaluation methods and continue to develop their
evaluation capacity. On the other hand, some organizations did not have the internal
resources to continue building evaluation capacity. As a whole, the organizations
lacking internal resources experienced little growth in their capacity to evaluate
programs. However, smaller organizations experienced greater growth when they
sought partnerships with other organizations possessing needed expertise. The
aptitude to collaborate with another entity was essential to their future program
evaluation success. Therefore, in order to build program evaluation capacity,
organizations needed to either possess resources internally or be able to partner with
organizations. This illustrates the organization’s ability to identify and leverage
resources required to build program evaluation capacity.
It would seem that the readiness to build capacity and the ability to build capacity are both
instrumental to successful organization, programmatic, or adaptive capacity building.
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Essentially, organizations must be able to first crawl (i.e., be ready and able to build), then walk
(i.e., build organization, programmatic, or adaptive capacity through specific efforts) before
they can run (i.e., improve service delivery). Figure 4 depicts the readiness and ability to build
capacity in relationship to core capacities in the nonprofit organization.

Readiness

Organization

Ability

Programmatic

Adaptive

Positive
Capacity
Building
Outcome

(Sussman 2003)

Figure 4. Readiness and Ability of Core Capacity Building

Contribution to Literature

Existing literature refers to both the readiness and the ability to build capacity. While
both are important, this dissertation focuses on the ability of a nonprofit organization to build
capacity. Arguably, the most rudimentary element contributing to an organization’s ability to
build capacity is its ability to learn and manage new knowledge: “This is especially important
in the not-for-profit/public sector where adaptability and flexibility is required in times of
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changing structures and systems. We have argued that learning practices should underpin
organizational structures, processes and systems” (P. Murray and Carter 2005, 430). This
research contributes to nonprofit capacity building literature and also contributes to knowledge
management and organization learning scholarship where nonprofit subjects generally lacks.
The significance of this research for practitioners is easily illustrated: an increasing
number of foundation and government funders demand that nonprofit organizations produce
program outcome measurement as an eligibility requirement for grant requests. Therefore,
nonprofits that learn outcome measurement techniques—defining, measuring, data gathering,
and analyzing—meet this eligibility requirement and can apply for funding. On the other hand,
nonprofits that do not learn outcome measurement techniques no longer qualify for the same
funding because the requirement is a barrier to applying. In this scenario, a nonprofit may have
the readiness or desire to pursue a grant. However, does the nonprofit possess the ability to
learn outcome measurement techniques? If practitioners and scholars have a better
understanding of a nonprofit’s ability to build core capacities, then strategies can be devised to
improve capacity building abilities prior to launching costly core capacity building efforts.
Clarifying the ontology of knowledge in the nonprofit setting and formalizing its epistemology
is essential to building scholarship in the field (Lettieri, Borga, and Savoldelli 2004).
This dissertation contributes to existing nonprofit capacity building literature and
knowledge management literature in three ways. First, this research builds on the organization,
programmatic and adaptive capacity model developed by Letts, Ryan, and Grossman (1999)
and Sussman (2003). Expanding the core capacity model to include the ability to build
capacity will aid practitioners in developing core capacities. Highly effective nonprofit
organizations invest in their capacity building (Grant and Crutchfield 2007): however, investing
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precious dollars into capacity efforts may actually be in vain if a nonprofit lacks the ability to
build capacity in the first place. This is especially apparent when nonprofits invest in expensive
IT but do not have the ability to use it, or irrelevant information is collected at a great expense
(Thorp 2003). Nonprofits “lack the critical processes and knowledge needed to help them
develop, evaluate, document and share” (Hurley and Green 2005, 2). This dissertation may
prompt nonprofit leaders to first invest in capacity building abilities in order to improve the
outcome of subsequent core capacity development efforts ultimately designed to improve
program delivery and mission fulfillment.
Second, this research contributes to a small body of literature devoted to nonprofit
knowledge management and a growing body of literature about nonprofit capacity building. It
expands existing scholarship by exploring the root elements of capacity building. If core
capacity building were a toddler walking, then the ability to build capacity would be a baby
crawling. If the child can crawl and walk, then he or she has a much greater chance of running!
The final contribution this dissertation makes to scholarship is its novel use of a
construct developed in the for-profit setting that is applied within the nonprofit setting. This
research borrows the construct absorptive capacity from management literature to measure a
nonprofit organization’s ability to learn and manage new knowledge as a precursor to building
core capacity. Absorptive capacity compliments Letts, Ryan, and Grossman’s (1999) and
Sussman’s (2003) core capacity model and has been rigorously tested in management
scholarship.
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Theoretical Framework: Absorptive Capacity as the Ability to Build Capacity

Absorptive capacity was first proposed in 1989 by Wesley Cohen and Daniel Levinthal.
Absorptive capacity is a “firm’s ability to identify, assimilate and exploit knowledge from the
environment (Cohen and Levinthal 1989, 569). In a second paper published the following year,
Cohen and Levinthal further expanded the construct of absorptive capacity to include the
“ability to recognize the value of new information, assimilate it and apply it to commercial ends
(Cohen and Levinthal 1990, 128). Scholars in economics and management expanded inquiry,
especially in the area of a firm’s research and development efforts, and agree that absorptive
capacity is a set of abilities that play a role in knowledge management (Zahra and George
2002).
In 2002, Shaker Zahra and Gerard George updated and reviewed the absorptive capacity
literature and found numerous definitions and applications of the construct. Based on their
review, they offer a new definition of absorptive capacity: “a set of organizational routines and
processes by which firms acquire, assimilate, transform and exploit knowledge to produce a
dynamic organizational capability” (Zahra and George 2002, 186).

The authors’ four

dimensions of absorptive capacity include (189-190)


Acquisition: how an organization acquires new information from the external
environment which is relevant to its operation. This requires prior knowledge building,
speed, and intensity of gathering knowledge.



Assimilation: how a firm analyzes, processes, interprets, and understands new
information. It refers to routines and processes that convert or decipher the new
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information in the context of the existing environment. This is how the firm interprets,
comprehends, and learns new information.


Transformation: how a firm further develops and refines its routines in order to
combine new information into its existing knowledge. Information is transformed, and
new routines are developed within the organization. This is how information is
converted and internalized.



Exploitation: how the new knowledge is exploited, and new competencies are
established that benefit the delivery of goods or services the organization provides.
This is how the firm modifies routines, structures, and processes in order to sustain the
exploitation of the new knowledge over a long period of time.

Furthermore, Zahra and George offer two absorptive capacity capabilities: potential and
realized. Each has a separate but complementary role (191).


Potential absorptive capacity: a firm’s receptiveness to acquire and assimilate new
information (Lane and Lubatkin 1998)



Realized absorptive capacity: the transformation and exploitation of the new
knowledge. It is a firm’s “capacity to leverage the knowledge it has absorbed” (Zahra
and George 2002, 190).

Figure 5 explains potential and realized absorptive capacity. Zahra and George make a “subtle
and yet critical shift of the definition” of absorptive capacity (Sharp 2009, 10). Cohen and
Levinthal frame absorptive capacity as an ability while Zahra and George define the construct
as a process.
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Potential Absorptive Capacity

Realized Absorptive Capacity

Acquire

Transform

Identification and acquisition of
new and relevant information
from external environment

Utilize new knowledge within
existing structures and processes

Exploit
Assimilate
Interpret new information in the
context of the firm

Refine existing competencies in
order to leverage a long-term
benefit of the new knowledge

(Zahra and George 2002, 190)

Figure 5. Potential and Realized Absorptive Capacity

Several studies show significant relationship between absorptive capacity and firm
performance (see Bergh and Lim 2008; Tsai 2001; Yeoh 2009; Lane, Salk, and Lyles 2001).
More recently, the relationship between absorptive capacity and firm performance has been
described as curvilinear, which better reflects variations in cost-benefit ratios and variations of
dependence on knowledge accumulated from internal or external sources over time (Brettel,
Greve, and Flatten 2011). Absorptive capacity is linked to a variety of knowledge management
situations including


The stickiness of knowledge or how knowledge makes sense in a specific context and is
difficult to change (Szulanski 1996; Andreu and Sieber 2006)



Knowledge transfer or how a recipient recognizes the value of new knowledge and
applies it (King 2006)
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Organizational attention or the knowledge a firm determines is valuable enough for it
to focus on and allocate resources to acquire. In this case, absorptive capacity filters
unnecessary knowledge from what is deemed necessary (Yaniv and Schwartz 2006).
I propose that absorptive capacity is a viable construct to describe a nonprofit

organization’s ability to build capacity. Capacity building requires identifying new information
(acquire); bringing that new knowledge into the nonprofit organization (assimilate);
incorporating the knowledge into existing policies and procedures (transform); and ultimately,
improving the organization, programmatic or adaptive capacity of the nonprofit (exploit). In
this dissertation, I make the assumption that a nonprofit already wants to, or is ready to, embark
on a capacity building effort. As Figure 6 displays, I focus on the nonprofit organization’s
ability to build capacity.

Absorptive
Capacity/
Ability to Build
Capacity

Programmatic

Absorptive Capacity
(Cohen and Levinthal
1989)

Positive
Capacity
Building
Outcome

Organization

Adaptive

Core Capacities (Sussman 2003)

Figure 6. Absorptive Capacity and Core Capacities
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While absorptive capacity is linked to firm performance and a variety of other
knowledge management situations, this dissertation draws specifically from the scholarship that
absorptive capacity to explore innovation in firms. This field of knowledge management
maintains that absorptive capacity can improve innovation in organizations (see Basadur and
Gelade 2006; Darroch 2005; Carneiro 2000; Marques and Simon 2006; Kianto 2011).
Basically, innovation is defined as “the successful exploitation of a new idea” (Paukert,
Niederee, and Hemmje 2006, 351). Although an understanding of the implications of
absorptive capacity on innovation remain general (Chapman and Magnusson 2006), recent
research begins to shed light on more specific implications. For example, continuously
innovative firms rely not only on acquiring new knowledge from outside the organization but
also create knowledge within the entity (Andreeva and Kianto 2011).
Though absorptive capacity has yet to be explored within the nonprofit setting, a
validated knowledge management survey tool developed by Jenny Darroch offers a usable
theoretical framework to build a theory of absorptive capacity within the nonprofit
organization.5 Darroch is one of the top scholars in the fields of knowledge management and
innovation. A recent article identifying the top one hundred classic articles published in
knowledge management journals, reports that Darroch contributed two classic citations to the
field (Serenko and Dumay 2015).6 In a recent review of knowledge management literature,
Darroch’s definition of knowledge management is categorized as being positivistic in nature in
5

Dr. Darroch is Professor of Marketing at the Peter F. Drucker and Masatoshi Ito Graduate School of
Management at Claremont University. She holds degrees in marketing, economics, and international business and
a PhD in Marketing, Knowledge Management and Innovation ("Jenny Darroch" 2015).
6

Of the 183 authors contributing to the one hundred classics, only nineteen had contributed two citations; Darroch
was one of them, and only three scholars had contributed three “classic” citations (Serenko and Dumay 2015,
413).
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which there exists “the process that creates or locates knowledge and manages the
dissemination and use of knowledge within and between organizations” (Tzortzaki and
Mihiotis 2014). Darroch’s 2003 article, “Developing a Measure of Knowledge Management
Behaviors and Practices” where she introduces her survey tool, was cited 194 times to make it
the fifty-seventh most-cited article in knowledge management journals (Serenko and Dumay
2015, 429).7
Darroch’s survey is built on existing knowledge management literature, and its validity
was rigorously tested as is reported in her 2009 book, Innovation and Knowledge
Management.8 Darroch’s first three hypotheses directly address measuring knowledge
management (2009, 34):
H1: Knowledge acquisition will positively affect knowledge dissemination.
H2: Knowledge dissemination will positively affect responsiveness to knowledge.
H3: Knowledge acquisition will positively affect responsiveness to knowledge.
At the time of Darroch’s research, the literature proposed these three statements but provided
little empirical support (143).
The three knowledge management components behaved as proposed in the
hypotheses. That is, knowledge acquisition positively affected both knowledge
dissemination H1 and responsiveness to knowledge H2 and knowledge
dissemination positively affected responsiveness to knowledge H3. Thus H1, H2
and H3 are strongly supported. (143)

Darroch’s 2005 article, “Knowledge Management, Innovation and Firm Performance,” is ranked eighteenth and
was cited 329 times (Serenko and Dumay 2015, 427).
7

“The scales have strong content validity because the questionnaire was based on both extant literature and indepth interviews with managers. In addition, three rounds of pretesting were carried out before the questionnaire
was used. Unidimsionality of each scale was established using confirmatory factor analysis” (Darroch 2003, 49).
8
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Furthermore, other scholars have used, tested, and continue to validate Darroch’s
knowledge management survey tool in their research. While there is an extensive list of studies
using Darroch’s knowledge management survey tool, some of the more recent and unique
studies are described here to illustrate the breadth and diversity of the scholarship:


Liao and Wu confirmed Darroch’s work by demonstrating the importance of knowledge
management with organizational learning and innovation (2010).



Ooi relied heavily on Darroch’s research to develop a theoretical framework of total
quality management’s effects on knowledge management (Ooi 2009). Later, Ooi, The,
and Chong utilized Darroch’s framework to represent core knowledge management
activities and develop a conceptual model relating human resource management and
total quality management with knowledge management activities (2009).



Andreeva and Kianto utilized Darroch’s work to confirm the importance of knowledge
documentation, sharing, and external acquisition on innovation performance in
companies from Finland, Russia, and China (2011).



Chen and Mohamed used Darroch’s survey to measure an individual’s perception of the
relative importance of knowledge management tools in China’s construction industry
(2005).



Rahim et al. adapted Darroch’s survey to link managers’ transformational and
transactional leadership styles to sustained innovation in Malaysia (2015).



Misra used twelve items from Darroch’s survey to examine a firm’s outcomes, such has
innovation and effectiveness of knowledge-intensive organizations in India (2010).



French et al. used a portion of thirteen questions in Darroch’s survey to measure
knowledge management in a four-domain survey tool designed to measure absorptive
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and receptive capacities of public sector healthcare organizations in the United
Kingdom (2009).
Darroch’s work is not the only measurement tool cited in the literature. Another
knowledge management survey tool was created by Andrew Gold, Arvind Malhotra, and Albert
Segars (2001). This tool has received attention in the scholarship, and it recognizes four stages
of knowledge management. It defines knowledge management as an organizational process
that is different from Darroch’s more-positivistic approach. Four stages are,


acquisition processes: “management processes are those oriented toward obtaining
knowledge” (190)



conversion processes: “knowledge management processes are those oriented toward
making exiting knowledge useful” (191).



application processes: “those oriented toward the actual use of the knowledge” (191).



protection processes: knowledge management processes “designed to protect the
knowledge within an organization from illegal or inappropriate use or theft” (192).

The Gold, Malhotra, and Segars tool was not selected for this research because it defines
knowledge management as a process. Because I measured absorptive capacity, I utilized a tool
that is more in line with Cohen and Levinthal’s original absorptive capacity construct that does
not view knowledge management as a process. Furthermore, it was advantageous to this study
to align with a tool that has withstood internal and external validity tests. While the Gold,
Malhotra, and Segars survey was developed from rigorous statistical testing, it has not been
nearly as scrutinized by the academy as the Darroch survey. Therefore, the Darroch survey
was chosen for this research over the Gold, Malhotra, and Segars survey.
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Darroch’s survey tool to measure knowledge management aligns well with the
absorptive capacity construct. Darroch’s definition of knowledge management includes three
components:


Knowledge acquisition relates to the location, discovery, or creation of knowledge
(2003). This includes “how an organization gets customer information e.g., via
marketing research or through meeting directly with customers, who gets customer
information (e.g., those within the marketing department versus those outside the
marketing department), how quickly changes to customer preferences are identified and
whether the organization lets customer information drive new product development”
(2009, 93).



Responsiveness to knowledge is how the organization responds to knowledge (2003).
This includes the “frequency and speed with which the organization makes changes as a
result of having knowledge and the flexibility in changing and developing strategies,
again as a result of having knowledge (2009, 95).



Knowledge dissemination is the topic on which much of the knowledge management
literature focuses (2003). This describes how knowledge flows through an organization
and relies heavily on Nonaka and Takeuchi’s (1994) spiral that includes


Socialization is “where individuals share knowledge and experiences with others”
(Darroch 2009, 38). This illustrates tacit knowledge interacting with tacit
knowledge.



Externalization enables “knowledge to be articulated and translated into forms that
can be understood by others” (38). This is tacit knowledge converts to explicit
knowledge.
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Combination: best illustrated by information processing and the “sorting, adding,
combining and categorizing explicit knowledge” (39). In this case, explicit
knowledge is converted to other types of explicit knowledge.



Internalisation is when knowledge becomes part of an organization by people
learning it by doing it, documenting it in manuals or procedures, or its appearance in
the organization’s culture (40). This is new explicit knowledge being converted to
tacit knowledge.

Darroch’s three components of knowledge management (2007) are displayed in Figure 7.

Knowledge Acquisition
The location, discovery, or
creation of knowledge

Knowledge Dissemination
Knowledge flow within the
organization

Responsiveness to
Knowledge
The organization
reacting and changing to
new knowledge

(Darroch 2009)

Figure 7. Components of Knowledge Management

Part A of Darroch’s original survey includes 110 questions to measure knowledge
management (227-231). See Appendix A for the complete Part A of the survey. Table 3
explains the number of survey questions in each of the three knowledge management
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components. Through rigorous statistical analysis, Darroch created three scales of knowledge
management acquisition, dissemination and responsiveness through sixteen factors based on
fifty-seven questions in the survey. Some questions are used more than once (2003). Table 4
gives the number of factors present in Darroch’s survey and the number of questions in each
component (2003). Table 5 explains the sixteen factors included in Darroch’s survey (2003, 4547). The fifty-seven survey questions used to create a scale to measure the three components of
knowledge management are located in Appendix B.

Table 3
Questions in Knowledge Management Survey
Knowledge Management Component
Knowledge Acquisition
Responsiveness to Knowledge
Knowledge Dissemination

Number of
Questions
42
37
31

Darroch’s three elements of knowledge management align well with the four elements
of the absorptive capacity construct developed by Cohen and Levinthal and further developed
by Zahra and George. Figure 8 aligns absorptive capacity (Cohen and Levinthal 1990; Zahra
and George 2002) with knowledge management (Darroch, 2009). I propose that on the surface,
core capacity building within a nonprofit setting is equivalent to successfully exploiting a new
idea because intentional capacity building requires leveraging new knowledge. Again, I am
using the construct of absorptive capacity to describe a nonprofit organization’s ability to build
capacity. As demonstrated in this literature review and the subsequent development of a
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Table 4
Knowledge Management Scales and Factors

Knowledge Management Component
Knowledge Acquisition
Responsiveness to Knowledge
Knowledge Dissemination

Number of
Factors
6
5
5

Number of
Questions in
Component
21
19
19

Table 5
Sixteen Knowledge Management Factors
Knowledge Acquisition Factors
Organization values employee’s attitudes and opinions
Organization has well developed financial reporting systems
Organization is sensitive to information about changes in the
market place
Science and technology human capital profile
Organization works in partnership with international customers
Organization gets information from market surveys

Number of Questions
7
4
4

Responsiveness to Knowledge Factors
Responds to customers
Well-developed marketing function
Responds to technology
Responds to competitors
Organization is flexible and opportunistic

Number of Questions
5
3
4
4
4

Knowledge Dissemination Factors
Market information is freely disseminated
Knowledge is disseminated on the job
Use of specific techniques to disseminate knowledge
Organization uses technology to disseminate knowledge
Organization prefers written communication

Number of Questions
6
3
3
3
4

2
2
2
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theoretical framework, research about absorptive capacity within the nonprofit setting is scarce
at best. However, the importance of this research was referred to in a study about modernizing
the National Health Service in England and Wales. It states that variations in organization
learning “have been clearly reflected in the outcomes from our research and highlight the need
for local customization of quality improvement approaches, so-called ‘localisation,’ with the
overall aim of increasing the absorptive capacity or receptivity within healthcare organizations
and, in turn, facilitating the internalization, embeddedness and retention of knowledge” (Bate
and Robert 2002, 659). Furthermore, scholars recognize the deficiency of knowledge
management research about the nonprofit and public sectors and appeal to the field for further
inquiry to develop the literature (Cardoso, Meireles, and Peralta 2012; Ferguson, Burford, and
Kennedy 2013; Ragsdell, Espinet, and Norris 2014). “Today, more than ever, an organization’s
competitiveness depends on what it knows, how well it uses what it knows, how fast it can
adapt what it knows to the rapidly changing environment and how quickly it can acquire new
knowledge” (Wellman 2009, 5). This dissertation, and the research agenda it may spark, is a
step towards understanding how a nonprofit organization can best acquire new knowledge and
adapt to its ever-changing environment.

Research Question

To my knowledge, absorptive capacity of nonprofit organizations has not been
aggressively studied by nonprofit scholars or practitioners. Although, many in the sector
acknowledge innovation and acquiring new knowledge within the nonprofit setting “presents a
significant organizational challenge especially for those nonprofits that seek innovations that
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Absorptive Capacity

Knowledge Management Survey Tool

Acquire
Identification and acquisition of
new and relevant information
from external environment

Knowledge Acquisition
The location, discovery, or
creation of knowledge

Assimilate
Interpret new information in the
context of the firm

Transform
Utilize new knowledge within
existing structures and processes
Exploit
Refine existing competencies in
order to leverage a long-term
benefit of the new knowledge
Cohen and Levinthal 1990
Zahra and George 2002

Responsiveness to
Knowledge
The organization reacting
and changing to new
knowledge

Knowledge Dissemination
Knowledge flow within the
organization

Darroch 2009

Figure 8. Absorptive Capacity Elements and Knowledge Management Measurement

58
extend beyond their organizational boundaries to make a significant difference to those they
serve” (Dover and Lawrence 2012, 992).
The research question for this dissertation is, to what extent do nonprofit organizations
exhibit absorptive capacity? A comparative case study with extensive qualitative research
tested the research question. The intent of this research is to begin applying the absorptive
capacity construct in order to fuel a research agenda aimed at developing a robust theory useful
to practitioners and scholars.

Theoretical Propositions

This research was designed to build a theory based on simple relationships between
actors, structures, and actions (Sutton and Staw 1995). It did not create a formal or grand
theory but, rather, began the process of building a theory by using qualitative methodology
(Yin 2011). Therefore, theoretical propositions were utilized rather than hypotheses. A
theoretical proposition explains a relationship between an actor, structure, or action rather than
depicting an empirical association based on a hypothesis (Whetten 2008). The analysis for this
research was based on directional statements in which there was either a positive or negative
relationship between two variables such as an actor, structure or action (Edwards and Berry
2010).
There are four theoretical propositions that explore nonprofit absorptive capacity in this
research. The first theoretical proposition addresses the size of the nonprofit organization. It
states, nonprofit organizations will exhibit absorptive capacity but at different levels depending
on the size of the organization. It is assumed that very small organizations have the advantage
of being nimble and can react quickly to new knowledge. However, small and medium-sized
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organizations struggle in balancing limited resources with program demand. These
organizations are less nimble. Finally, large organizations have human and financial resources
to scan the environment and capitalize on new knowledge. This proposition was derived from
the works of Dove (1999), Kapucu, Healy, and Arslan (2011), Beijerse (2000) and Salamon
(2010).
The second theoretical proposition explores the relationship between the board and
staff. It states, absorptive capacity is influenced by board and staff leadership. The board and
staff leadership essentially set the stage for absorptive capacity because of their influence on
the organization (Mitchell, Agle, and Wood 1997; Renz 2010; Herman 2010). If leaders expect
staff to acquire and respond to knowledge and stress the importance of disseminating
knowledge throughout the organization, then the organization is more likely to exhibit
absorptive capacity tendencies. Setting the stage includes budget allocations for continuing
education opportunities; support for staff membership in professional associations; processes
embedded throughout the organization to share information between staff and programs; and
formal policies, procedures, and best practices that are regularly disseminated.
The third theoretical proposition explores how absorptive capacity is influenced by
strategic thinking. It states, absorptive capacity is influenced by the organization’s strategic
outlook that is influenced by forward thinking, an administrative engine that ultimately drives
the program, and by management staff who are professionally trained in their field. A strategic
outlook fueled by specialized staff is extremely important to the daily management of an
agency and essential to long-term sustainability (Berman 2006; Worth 2014; Bryson 2010;
W.A. Brown 2010). Organizations that constantly look forward and emphasize strategic
thinking and action create an environment hospitable for absorptive capacity. A strategic
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agenda requires environmental scans, stakeholder assessment, program evaluation and resource
allocation (J.M Bryson 1996). These actions compliment the dimensions of absorptive
capacity. Actions to indicate looking forward include a strategic plan, an implementation plan,
strategic directives tied to specific budget allocations, and discussion during board and staff
meetings about strategic directives. Likewise, nonprofits that allocate resources to
administration are not focused solely on programmatic aspects of the organization. These
nonprofits understand that hiring staff dedicated to fundraising, financial accounting, or human
resources supports larger programmatic efforts. Organizations that build an engine to drive
programs exhibit absorptive capacity. The engine includes administrative staff positions, a
diversified funding base, professional managers trained specifically for nonprofit administrative
positions, sophisticated financial reporting that allows fiscal projections, and an endowment or
other long-term funding source (Worth 2014).
The final theoretical proposition considers how absorptive capacity is influenced by
certain specialized outside organizations. It states, absorptive capacity is influenced by
memberships and accreditation. Nonprofit organizations receiving accreditation from a
national body, belonging to a trade association related to their mission, or being members of the
United Way are held accountable to a variety of standards (Letts, Ryan, and Grossman 1999;
Thomas 2010; Smith 2010). These standards generally relate to best practices in both
administration and program. These memberships also provide the opportunity for staff to
engage with other organizations, thus sparking knowledge acquisition. External sources
provide a natural pipeline of knowledge to the organization. The pipeline is defined as
memberships and reflects the acquisition component. However, the organization is still
responsible for responding to the knowledge and disseminating it.
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These four theoretical propositions examine aspects of a nonprofit organization and
how each may or may not influence absorptive capacity. Determining what relationships exist
between the four contributed to developing a theory of absorptive capacity within the nonprofit
setting and will lead to future investigation.

CHAPTER 3

RESEARCH METHODOLOGY

This chapter presents the research methodology used to test the research question: to
what extent do nonprofit organizations exhibit absorptive capacity? To begin, the case study
methodology used in this research is introduced by explaining how case studies are developed
by using a variety of qualitative methods including interviews, participant observation, and
review of organization artifacts. Then, the Peoria-Pekin, Illinois Metropolitan Statistical Area
(MSA) is introduced as the geographical area for this research. The sampling strategy is
outlined that selected eight Health and Human Service nonprofit 501(c)(3) organizations of
different sizes from the indicated MSA. The chapter discusses ethical considerations to clarify
potential ramifications of conducting research within this community. The process for data
collection is explained, and brief overviews of the eight case study sites are presented, with a
more thorough description of each study site offered in the appendices. Finally, this chapter
discusses the NVivo software package used for data analysis and how specific tools and coding
strategies developed the research’s nodes and themes.

Case Study Method

Case study methodology is ideal for establishing a line of research inquiry (Yin 1994).
This research sought to establish operational links between concepts and phenomena rather
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than identify frequencies or incidences (Yin 1994) and therefore relied on case study methods
rather than quantitative methodologies and statistical analysis. Case studies are more
conducive to building grounded theory (Charmaz 2001). Therefore, a variety of qualitative
methods generated extensive data about each case study site which was then compared and
contrasted through analysis. Comprehensive case studies utilize at least two qualitative
methods of data collection (Arneson 1993). Multiple methods allow for triangulation that helps
to ensure important information is not overlooked and that substantiates validity (McNabb
2008). This research used a variety of methods and was approved by the Northern Illinois
University Institutional Review Board9:


Existing sources: The Guidestar database of IRS Form 990 was used for sampling
and gathering basic demographic data about the organization like total assets, total
income, total liabilities, and total expenses. Guidestar also provides totals for
administrative expenses and fundraising expenses. However, because 990
information is historically inaccurate, the Form 990 data were confirmed with
agency artifacts.



Agency artifacts: A variety of documents were collected from each research site
including (Appendix C includes the complete agency artifact check list)
o Documents pertaining to governance such as, mission and vision statements,
history, bylaws, board handbook, strategic plan, list of board members,
board member job description, and board committee structure

Prior to collecting data, proper paperwork was submitted to Northern Illinois University’s Institutional Review
Board to secure approval to study human beings. This project (# HS15-0257) was approved by NIU’s Institutional
Review Board on September 18, 2015.
9
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o Documents pertaining to programs or mission such as, description of
programs, marketing plan and materials, accreditation or association
membership requirements, sample job descriptions, and program manual if
given to clients
o Documents pertaining to administration such as, organizational chart, human
resource manual, annual reports, sample job descriptions, and Form 990s
o Documents pertaining to finance and fund development such as, budget,
fund development plan, fiscal policies, cash-flow projections, and sources of
funding


Personal interviews: Extended interviews were conducted with the chief operating
officer or executive director as well as the board president or chair. Some
organizations allowed a staff interview as well. These interviews were conducted
individually, recorded, and transcribed for analysis provided by the qualitative
software package NVivo Version 11 Starter. The interview schedule was inspired
by Darroch’s survey on knowledge management (see Appendix D for interview
schedule). Interview data were collected during several encounters, in both formal
and informal settings. When the situation was conducive to a recording device, it
was used so the conversation could be transcribed. When a recording device was
not appropriate, extensive field notes were taken.



Participant observation: Several observations of the organization in action generated
thick descriptions (Geertz 2001) of organizational behavior:
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o Attending a board meeting provided the opportunity to observe the
governance structure and how it interacted and made decisions. This setting
offered insight into the decision makers who guided the organization.
o A tour of the facility during program hours gave a glimpse into the program
and administration of the organization. The tour was led by the executive
director. This offered an opportunity to gather information from
programmatic staff and a first-hand experience of the agency performing its
mission. The tour also included administrative offices for an opportunity to
experience nonprogram functions and staff.
The multiple-case design was created using the nonprofit organization as the unit of analysis
(Yin 2011). The selection of the case study sites, discussed in the next section, followed
random sampling protocols to increase the internal validity of this research (Yin 2011). While
case study methodology is time consuming and lacks the ability to reveal statistical correlations
between concepts, it is ideal for identifying relationships and revealing potential linkages
between phenomena. Because this dissertation is the first step in a much larger research
agenda, the case studies are descriptive in nature in order to capture a breadth of knowledge
about nonprofit capacity building and knowledge management to support future investigations.

Research Area: Peoria-Pekin MSA

The research was conducted within the nonprofit sector operating in the Peoria-Pekin
MSA. This MSA is located in the central part of Illinois and is approximately 160 miles
southwest of Chicago, 170 miles northeast of St. Louis, and 210 miles west of Indianapolis.
Figure 9 is a map of Illinois Metropolitan and Micropolitan areas. Figure 10 is a map of the
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Peoria-Pekin MSA which includes five counties: Peoria, Tazewell, Woodford, Stark, and
Marshall. Table 6 gives the county populations and county seat populations of the PeoriaPekin MSA are as follows. In 2014, the Peoria-Pekin MSA’s population was estimated at
380,040 which ranked it 138th of the 388 MSAs in the country ("Annual Estimates of the
Resident Population" 2014). This marked a .23 percent population increase since the 2010
census ("Annual Estimates of the Resident Population" 2014). The City of Peoria was the
largest community in the MSA with a 2014 estimated population of 115,828 ("American Fact
Finder: Peoria City, Illinois" 2014). Four communities (East Peoria, Morton, Pekin, and
Washington) had populations between 10,000 and 40,000, while the majority of communities
(54) were rural with populations less than 10,000 inhabitants ("Annual Estimates of the
Resident Population" 2014). A total of 49 communities were unincorporated ("Annual
Estimates of the Resident Population" 2014).
Table 7 provides some basic demographic characteristics of the Peoria-Pekin MSA.
In 2014, Forbes listed the Peoria-Pekin MSA as one of the top two hundred
communities in its article “Best Places for Career and Business” (Badenhausen 2014).10 The
Peoria area was the economic heart of central Illinois. Located on the Illinois River, the area
produced $2 billion in research development, stood as the twenty-fifth largest export market in
the country, and 40 million tons of freight passed through in 2014 ("Greater Peoria Economic
Develpment Council" 2015). It has developed into a regional medical center for Illinois and
supported four major hospitals and several medical schools including, St. Jude Children’s
Research Hospital, the University of Illinois College of Medicine, two nursing schools, and

10

Forbes utilized twelve metrics to create its ranking. Metrics included job growth, cost of business, cost of
living, income growth, educational attainment, and projected economic growth (Badenhausen 2014).
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Peoria-Pekin MSA

(Reinhold 2000)
Figure 9. Metropolitan and Micropolitan Areas in Illinois

Figure 10. Counties of the Peoria-Pekin MSA
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Table 6
Peoria-Pekin MSA County Populations
(US Census 2010)
County
Peoria
Tazewell
Woodford
Stark
Marshall

County
Population
186,494
135,394
38,664
5,994
12,640

County Seat
Peoria
Pekin
Eureka
Toulon
Lacon

Population of
County Seat
115,007
34,094
5,295
1,292
1,937

Table 7
Peoria-Pekin MSA Population Characteristics
(US Census 2010)
Population Characteristic
Total Population
Percentage of the population living in an urban community
Median Age
Median income for families
Percentage of the population with a high school diploma or higher
Percentage of population with bachelor’s degree or higher
Unemployment rate for population 16 years and over
Percent of population below poverty level last 12 months
Percent of population under 18 years old below poverty level

Peoria-Pekin
MSA
379,186
76%
38.6 years
$67,680
90.6%
26.2%
9.6%
12.8%
19.1%
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numerous degree and certificate programs from several institutions of higher learning (Hilyard
2006).
The City of Peoria was the population center, served as the Peoria County seat and
functioned as the anchor for regional business and economic development. Efforts to build the
economy beyond the city limits were the norm. Long-standing organizations such as the Peoria
Area Chamber of Commerce founded in 1911, the Tri-County Regional Planning Commission
(1958), the Peoria Area Convention and Visitors Bureau (1978), the Greater Peoria Economic
Development Council (1981), and the CEO Council (1990) have intentionally transformed the
Peoria-Pekin MSA and pushed well beyond the MSA and into the region.11 Area nonprofit
organizations have not only benefited from these efforts but have also played an important role
in shaping the community. For example, in the summer of 2012, Focus Forward CI (Central
Illinois) was launched by the Greater Peoria Economic Development Council to “transform the
central Illinois region into a powerhouse in the new economy. Funded by grants, Focus
Forward CI brought the talents of volunteers and professionals together at the planning table”
(Ballard 2013). Focus Forward CI has already transformed its target counties of Peoria,
Tazewell, Woodford, Mason and Logan.12 Focus Forward CI intentionally brought public,
private, and community stakeholders—including nonprofit organizations—together to discuss
issues, devise solutions and ultimately execute strategies. Nonprofits not only provided

11

Years of founding were acquired through The Illinois Secretary of State ("Corp/Llc Certificate in Good
Standing" 2015).
12

Mason and Logan counties are located just south of the Peoria-Pekin MSA boundary and share borders with
Tazewell and Fulton counties. According to the 2010 census, the population of Mason County was 13,666, and its
county seat, Havana, had a population of 3,301. The population of Lincoln, Logan County’s seat, was 14,504,
with a total Logan County population was counted at 30,305 (US Census 2010)
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programs and services to the Peoria-Pekin MSA but played an active role in shaping business
and life in the area.
The largest employer in the area was Caterpillar, Inc. (CAT) which ranked fifty-fourth
in the Fortune 500 ("Fortune 500" 2015). Other leading employers in the Peoria-Pekin MSA
included, Archer Daniels Midland (ADM) in corn processing and ethanol production, CEFCU
credit union which served fourteen counties in Illinois and three in California, Komatsu
America Corporation, the second-largest mining equipment manufacturer in the world, Maui
Jim’s world headquarters and producer of sunglasses, and RLI’s world headquarters providing
specialty insurance.13
The Peoria-Pekin MSA was selected as a research site for a variety of reasons. First,
the Peoria-Pekin MSA was selected for this research because of its vibrant nonprofit sector. In
2014, the Peoria Area Chamber of Commerce and the Greater Peoria Economic Development
Council conducted a survey of forty-six human service organizations in the Tri-County area
(Peoria, Woodford, and Tazewell).14 These forty-six nonprofits (Tarter 2014)


Employed 2,500 people



Contributed $450 million to the local economy

13

The Peoria-Pekin MSA included a number of other institutions that served the nonprofit sector or were
supported by the sector. For example, there were several universities and colleges including, Bradley University,
Eureka College, Illinois Central College, Midstate College, Midwest Technical Institute, Robert Morris University,
Methodist College, University of Illinois College of Medicine-Peoria, and University of Illinois at SpringfieldPeoria Center (Knolls 2013a). The Peoria area offers several community theaters, Cornstock, Peoria Players,
Eastlight Theatre, as well as the Peoria Area Civic Chorale, Peoria Ballet, Peoria Symphony Orchestra, the Peoria
Zoo, Luthy Botanical Gardens, Wildlife Prairie Park, the Peoria Riverfront Museum, and the Peoria Children’s
Museum (Knolls 2013b). Peoria is also home to the Chiefs Class A minor-league baseball team and the Rivermen
SPHL hockey team (Knolls 2013c).
14

The Economic Development Council utilized IMPLAN 3.0 software and primary data collected from fortyseven of sixty-one nonprofit organizations invited to submit data. IMPLAN calculated business-to-business
expenditures throughout the local economy ("The Economic Impact of the Human Services Sector in the TriCounty Region (Peoria, Tazewell, Woodford Counties) Executive Summary" 2014).

71


Received more than $100 million in federal, state, and local grants



Were the fifth-largest employer group

These forty-six organizations made a significant economic impact on the Peoria-Pekin MSA.
In reality, the nonprofit sector in the Peoria-Pekin MSA was much larger, as this research only
included a small portion of all nonprofit agencies.
The second reason why the Peoria-Pekin MSA was an attractive research site was
because of key entities that actively supported the nonprofit sector. The Heart of Illinois
United Way (HOIUW) was founded in 1921 and supported programs and services in all five
counties included in the MSA as well as neighboring Putnam County ("About Us" 2015).15
The HOIUW supported forty-one member agencies through competitive grants in the areas of
education, financial stability, and health-related issues ("Community Impact Fund" 2015).16 In
2014, it raised more than $11.3 million ("Heart of Illinois United Way 2014-2015 Community
Impact Report" 2015) to invest in the local nonprofit sector. The HOIUW also invested in the
nonprofit leaders within the Peoria area. There were programs to train members new to
nonprofit boards, GENeration United that introduced philanthropy and service to young
professionals; and YOUTH UNITED that gathered high school and college students to identify
and address community needs with HOIUW funding ("Get Involved" 2015). Remarkably, the
HOIUW’s annual campaign had increased 32 percent over the last five years and 83 percent
over the last ten years ("Heart of Illinois United Way 2014-2015 Community Impact Report"

15

Putnam County is located just north of the Peoria-Pekin MSA and shares its southern border with Marshall
County. Putnam County’s population was 6,006 in 2010, and the county seat, Hennepin, had a population of 757
(Census 2010).
16

Other United Ways were active in the Peoria-Pekin MSA: Pekin United Way shared coverage with HOIUW in
Tazewell County, United Way of McLean County shared coverage of Woodford County with HOIUW, and
Kewanee Area United Way shared coverage with HOIUW in Stark County ("Find a Local United Way" 2015).
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2015).17 Another key entity supporting the nonprofit sector in the Peoria-Pekin MSA was The
Community Foundation of Central Illinois (CFCI). The CFCI was founded in 1985 during the
midst of an economic recession that crippled the Peoria area (Drake 2007). Since then, the
CFCI has developed into a leading nonprofit funder in the region. 18 According to recent
financial statements, CFCI disbursed more than $28 million to nonprofit organizations since
fiscal year 2010. It also supports the EPIC Fund (Emerging Philanthropists in Central Illinois)
to spark interest of young professionals in philanthropy and service as well as the Women’s
Fund focused on empowering women and girls ("Where Your Charitable Gifts Last Forever"
2015). Along with the HOIUW and the CFCI, countless businesses contribute financial and
human resources to the nonprofit sector in the Peoria-Pekin MSA. The company with likely
the longest and most substantial influence on the sector has been CAT. The CAT Foundation
gave $56 million in contributions in 2013, which ranked it tenth among corporate foundations
in the country ("Top Funders: 50 Largest Corporate Foundations by Total Giving" 2015).
CAT’s philanthropy stretches around the globe but has certainly been felt in the Peoria area.
CAT sets a high expectation for its employees to serve the community through volunteering at
nonprofits of their choice. In 2014, the company announced it will modernize its world
headquarters in Peoria by building a new campus on over thirty-acres in downtown Peoria: “a
commitment to invest and act as a catalyst in Peoria, helping revitalize the downtown and the
region as a vibrant destination. While Caterpillar is truly a worldwide company with facilities
United Way Worldwide grouped local United Ways into three categories based on population. The HOIUW’s
population was the third smallest in the UWW’s 1A category. However, in 2013, the HOIUW’s annual campaign
ranked third in the country. HOIUW performed better than United Ways in Las Vegas which raised $9.6 million
in a population of 2.3 million and Sacramento which raised $10.9 million in a population of 2.1 million ("20132014/2012-2013 Database 2 Survey of Us Member United Ways" 2014).
17

18

There were other community foundations in the MSA including, the Chillicothe Foundation, East Peoria
Community Foundation, Metamora Community Foundation, and Morton Community Foundation.
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that span the globe, Peoria remains its headquarters” ("Caterpillar Reaffirms Its Commitment to
Illinois and Peoria as Company's Global Headquarters" 2015). There have been many other
generous companies that have supported the nonprofit sector in the Peoria area which will not
be mentioned in this discussion. Simply stated, the Peoria area has been well-known for its
generosity of volunteer time and financial resources.
The nonprofit sector is an essential part of the character of central Illinois, and
the Peoria area is well known for being one of the most charitable communities
in the nation. Year after year, the business community steps up to play an
indispensable role in making our region a better place to live, work and play by
supporting local not-for-profit organizations. (Wright 2008, 62)

The third reason why the Peoria-Pekin MSA was selected is because, generally
speaking, the Peoria-Pekin MSA was reflective of national population characteristics. Table 8
compares the Peoria-Pekin MSA to state and national statistics collected from the 2010 census.
According to the census data in Table 8, residents in the Peoria-Pekin MSA were more likely to
live in a rural community and have lower rates of education compared to the national average.
However, Peorians earned more and enjoyed lower unemployment rates as well as poverty
rates. While the MSA did not perfectly match national trends on these particular
characteristics, the MSA basically reflected national tendencies. Furthermore, the Peoria-Pekin
MSA included both rural and urban communities. Its largest city, Peoria, had a population of
186,494 (2010 Census) and provided an important contrast to the smaller outlying
communities. The rich population diversity makes the Peoria-Pekin MSA an appealing
research site.
The fourth reason the Peoria-Pekin MSA was selected as a research site was because of
its stable economy. “The poverty rate is a key economic indicator often used by policy makers
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Table 8
Population Characteristics: MSA, State, Nation
(US Census 2010)
Population Characteristic
Total Population
Percentage of the population living in an urban
community
Median Age
Median income for families
Percentage of the population with a high school
diploma or higher
Percentage of population with bachelor’s degree
or higher
Unemployment rate for population 16 years and
over
Percent of population below poverty level last
12 months
Percent of population under 18 years old below
poverty level

Peoria-Pekin
MSA

State of
Illinois

USA

379,186

12,830,632

308,745,538

76%

88%

81%

38.6 years

36.6 years

37.2 years

$67,680

$65,417

$60,609

90.6%

86.9%

85.6%

26.2%

30.8%

28.2%

9.6%

11.4%

10.8%

12.8%

13.8%

15.3%

19.1%

19.4%

21.6%

to evaluate current economic conditions within communities and to make comparisons between
sectors of the population” (Bishaw and Fontenot 2014, 1). Peoria’s poverty rate was lower than
that of the state and country. Though Peoria experienced set-backs during the 2008 economic
downturn, the area faired rather well during the recession. Housing prices remained stable, and
the unemployment rate in June 2009 was more than seven points below that of Elkhart, Indiana
and more than five points below Detroit’s (Kelleher 2009). The housing market’s stability in
Peoria was likely due to the prominence of the medical and education industries which in the
past several decades became the area’s leading employers. This is in contrast to its reliance on
manufacturing jobs thirty years prior (Kelleher 2009). Adding to the shift in the local economy
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was the transformation of CAT that converted its employment locally from blue-collar to
white-collar positions that were more recession-resistant (Kelleher 2009).19 The local economy
was able to weather the 2008 recession, and as a result, poverty and unemployment rates in
2010 were lower than the national average. A stable economy was more conducive to an
exploratory research project investigating broad research questions. An unstable economy
could contribute to misleading conclusions and jeopardize the internal validity of independent
variables or the external validity of a study as its findings are applied to other communities
(O'Sullivan, Rassel, and Berner 2008).
Finally, Peoria had long been considered the average American community for market
research. The phrase “will it play in Peoria” originated in the 1920s and 1930s when Peoria
was used as a test market for vaudeville acts (Groh 2009). If a show was well-received in
Peoria, the producer felt assured it would be a successful production to tour nationally because
the audience in Peoria represented a cross-section of the country. Since then, Peoria had
become a test market not only for entertainment but for market research, media, and even
political commentary (Groh 2009). Since the 1920s, Peoria has been labeled Anytown, USA
(Groh 2009).20 This research is one in a long history of exploration of the community.

19

Peoria did not fair well during the recession in the 1980s, when unemployment reached 18.9 percent (Kelleher
2009). The national unemployment rate peaked in November and December of 1982 at 10.8 percent ("Labor
Force Statistics from the Current Population Survey" 2015). Peoria was especially hard hit in the 1980s because
the area relied heavily on manufacturing jobs that were severely reduced as local companies struggled to remain in
business (Kelleher 2009).
Many cite Groucho Marx as the performer who originally made the phrase “will it play in Peoria” popular. The
phrase has been used countless times in TV and film including I Love Lucy’s Fred and Ethel’s show that first
opened in Peoria, the Marx Brothers’ A Night at the Opera, Futurama, and the incomparable Elmer Fudd. In the
1960s and 1970s, Peoria became one of the nation’s strongest consumer test markets. Several products such as
Pampers’ disposable diapers, the McRib sandwich, and New Coke were test-marketed in Peoria. “Play in Peoria”
was mentioned in the Nixon White House to question how the average American would respond to political issues.
In 1992, Tom Brokaw hosted NBC Nightly News in front of Peoria’s skyline to gauge the political climate for the
fall presidential election (Groh 2009).
20
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Not only was the Peoria-Pekin MSA an attractive research site, but the nonprofit sector
was very diverse. Anytown, USA offered a unique setting to launch exploratory research that
could later be refined, replicated, and developed within other communities.

Sampling Strategy: The Peoria-Pekin MSA Nonprofit Sector

The nonprofit information source, Guidestar, was utilized for this research. Guidestar
collects and shares information on public charities in the United States based on filings with the
Internal Revenue Service ("Guidestar: About Us" 2015).21 A computer search of Guidestar in
all National Taxonomy of Exempt Entities (NTEE) categories of 501(c)(3) organizations in the
Peoria-Pekin MSA produced 1,812 organizations.22 The search criteria in Guidestar included
all Organization Categories: Arts, Culture and Humanities; Education and Research;
Environment and Animals; Health; Human Services; International; Public and Social Benefit;
and Religion. The search also included all IRS subsection 501(c)(3) organizations: Public
Charities, Private Operating Foundations, and Private Non-operating Foundations. Table 9
depicts the 501(c)(3) nonprofit organizations in the Pekin-Peoria MSA and their NTEE code
designation along with that of the same organizations in the State of Illinois.
Generally speaking the MSA reflected NTEE classifications of the nonprofit
organizations in the entire state, which spoke to the generalizability of this research. However,

21

IRS Form 990 provides legal and regulatory accountability for nonprofits because most organizations with an
annual revenue of $50,000 are required to file this annual form (Schatteman 2014). However, there is great
concern in nonprofit scholarship over the quality of data reported by nonprofit organizations on IRS Form 990 (see
Keating and Frumkin 2003; Lampkin and Boris 2002; K. Gronbjerg 2002; Feng et al. 2014; Zietlow, Hankin, and
Seidner 2007). Inaccuracies, incomplete information and missing responses plague data-collection efforts (K.
Hale 2013) across the country.
22

The National Center for Charitable Statistics developed the NTEE Core Code System National Taxonomy of
Exempt Entities to classify nonprofit organizations. The IRS uses these codes as well ("National Taxonomy of
Exempt Entities" 2015), and they are used throughout this dissertation.
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Table 9
MSA and State Nonprofits According to NTEE Code
(Census 2010)
NTEE
Code
I
II
III
IV
V
VI
VII
VIII
IX
X

Description
Arts, Culture, and Humanities
Education and Research
Environment and Animals
Health
Human Services
International, Foreign Affairs
Public, Social Benefit
Religion Related
Mutual/Membership Benefit
Unknown/Unclassified
Total

MSA
98
162
46
138
444
18
186
146
0
575
1,813

5.41%
8.94%
2.54%
7.61%
24.49%
0.99%
10.26%
8.06%
0.00%
31.73%

State of Illinois
4,345
7,558
1,853
4,683
15,912
888
8,724
5,902
98
19,288
69,251

6.27%
10.91%
2.68%
6.76%
22.98%
1.28%
12.60%
8.52%
0.14%
27.85%

the NTEE Code X Unknown/Unclassified was problematic. Nonprofit datasets are historically,
plagued by incomplete information. In this case, nearly a third of the nonprofit organizations in
the Peoria-Pekin MSA were Unknown/Unclassified were as more than a quarter of the
organizations in the state.
The first step in the sampling process was to determine viable organizations for the
sample. Because this research explored a nonprofit organization’s ability to build capacity,
only organizations with paid staff were included in the sample. It seemed reasonable to assume
that nonprofits with the greatest ability to build the capacity of their organizations were those
with paid staff. Furthermore, it was unreasonable to that assume an organization managed
entirely by volunteers would have much capability to build. Unfortunately, employee
information was not included in the Guidestar dataset. Therefore, each organization’s reported
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total expenditures was used as a proxy for staff size. It was assumed that organizations with
total annual expenditures exceeding $100,000 would likely have staff and facilities.
Furthermore, it seemed more likely that these organizations could consider and potentially
implement capacity building efforts because they had resources to invest in such activities. On
the contrary, organizations with annual expenditures of less than $100,000 likely had no fulltime staff, or limited part-time staff at best, and were likely to be volunteer-driven. Eliminating
organizations with less than $100,000 in annual expenditures created a sample of 1,514
organizations.
The second sampling step was to eliminate organizations lacking reported financial
data. This eliminated 78 percent of the organizations. While unfortunate, this group was likely
not viable for study in the first place. The removed nonprofits did not correctly complete the
IRS Form 990 that Guidestar utilizes to create this dataset, or they failed to complete it
altogether. Removing this group left the presumably more viable organizations to study, and it
also eliminated the majority of the Code X: Unknown/Unidentified organizations. Removing
organizations with no reported financial data created a sample of 320 nonprofits.
The final sampling step targeted outlying organizations. While excluding small
organizations without staff was advantageous for this research, it was also prudent to consider
removing extremely large organizations operating within the Peoria-Pekin MSA. The
remaining sample of 320 organizations included six very large nonprofits with annual reported
expenditures between $57,564,907 and $1,787,368,691. These organizations were, OSF Order
of St. Francis Healthcare Systems, Methodist Medical Center of Illinois, Bradley University,
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Proctor Community Hospital, Pekin Memorial Hospital, and Caterpillar Foundation.23 These
were the final six exclusions from the sample because of their large size compared to the
remaining organizations. Table 10 provides basic descriptive statistics about the sample both
with and without the six largest organizations. Table 11 illustrates the 501(c)(3) nonprofit
organizations within the Pekin-Peoria MSA and their NTEE code designation compared with
that of the final sample taken from the MSA.

Table 10
Influence of the Six Largest Organizations in the Sample

Total Number

Sample with Largest Six
320

Final Sample Pool
314

Median Expenditures

$438,611

$416,291

Mean Expenditures

$6,706,559

$1,509,811

Range Expenditures

$100,526 to
$1,787,368,691

$100,526 to
$24,273,550

The NTEE code classification was not the only measure of a diverse sample. The
sample also included a broad range of organization sizes as measured by annual expenditures.
The smallest organization spent $100,526 on expenditures while the largest spent $24,273,550.
This range provided a broad array that was be useful in the analysis. Finally, the sample
included organizations from twenty-five communities scattered throughout three counties in the
MSA. Unfortunately, Stark county was not represented in this sample. It was a very rural
county in the MSA, as was Marshal, and lacked a population center to support a sizeable
23

Methodist Medical Center of Illinois and Proctor Community Hospital merged to form UnityPoint in late 2013
(Tarter 2013).
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Table 11
MSA and Sample NTEE Code Classifications
Code
I
II
III
IV
V
VI
VII
VIII
IX
X

Description
Arts, Culture and Humanities
Education
Environment and Animals
Health
Human Services
International, Foreign Affairs
Public, Societal Benefit
Religion Related
Mutual/Membership Benefit
Unknown/Unclassified
Total

98
162
46
138
444
18
186
146
0
575
1,813

MSA
5.41%
8.94%
2.54%
7.61%
24.49%
0.99%
10.26%
8.06%
0.00%
31.73%

Sample
20
6.37%
29
9.24%
11
3.50%
55
17.52%
115
36.62%
3
0.96%
39
12.42%
26
8.28%
0
0.00%
16
5.10%
314

nonprofit. However, the residents in these communities likely benefited from the nonprofit
organizations in the sample. It was not uncommon for those living in outlying areas to travel to
Peoria and the cities in close proximity to receive services or even contribute financial or
volunteer resources. Table 12 depicts the number of nonprofits in the sample from each of the
five counties in the Peoria-Pekin MSA.
The selection of the eight case sites was drawn from the Health and Human Service
organizations as classified by the National Center for Charitable Statistics NTEE Core Code
System and identified in self-reported IRS Form 990 data collected by Guidestar. Research on
Health and Human Service organizations is common in nonprofit literature and lends to
generalizability with existing scholarship (Worth 2014). Therefore, upon completion of the
sampling steps, and selecting only Health and Human Services organizations, the final
sampling pool included 170 nonprofits. In the sampling pool of 170 nonprofits, 115 were
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Table 12
Organizations in Sample by County
(US Census 2010)
County
Peoria

Organizations in Sample
226

County Population
186,494

Tazewell

68

135,394

Woodford

19

38,664

Marshall
Stark

1
0

12,640
5,994

categorized as Human Service organizations and 55 Health organizations. Specific
organization characteristics revealed a stratified sampling scheme. The 170 organizations in
the sampling pool were first divided into four categories according to budget size. Scholars
generally define “small” nonprofit organizations as having a budget of less than $1 million
(Dato-on, Keller, and Shaw 2015; Kramer 2013). A “very small” nonprofit is considered to be
an organization with a budget of less than $500,000 (Dato-on, Keller, and Shaw 2015; Pope,
Saigal, and Key 2015).
The sampling pool was stratified into three categories according to annual expenditures.
Table 13 explains the three categories. The medium and large categories were combined into
one because there were very few organizations in the Peoria-Pekin MSA meeting the standards
of “large” as defined by the literature. Combining the large organizations with the medium
organizations helped to protect the identity of the large organization participating in the study.
A random sample was selected in each size-related category as explained in Table 14. While
all four categories are represented in the final sample, more organizations came from the very
small and small categories. This was done because more than three quarters of the
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organizations in the MSA were in one of these two categories. Furthermore, though there were
only three organizations in the large-category pool, one was included in the sample to enrich
the final analysis.

Table 13
Sampling Pools by Expenditure Category

Category

Defined Range of Annual
Expenditures

Very Small
Small
Medium/Large

$100,000 to $500,000
$500,000 to $2,999,999
$3,000,000 to $25,000,000

Number of Health and
Human Service
Organizations in the
MSA Sample
77
54
39

Ethical Considerations

Peoria offered a diverse nonprofit sector for this research. However, I currently reside
there and work with its nonprofit organizations. In order to maintain an objective viewpoint for
the data analysis, I selected organizations I was unfamiliar with or those in which I had had
minimal contact. I rejected five organizations in the sample selection process because I was
either acquainted with the chief executive or had considerable knowledge about the agency.
That being said, I had had some brief past interactions with two of the chief executives in the
sample which enabled us to recognize each other. However, I knew very little about their
organizations other than the missions. I felt comfortable including these two organizations in
my research because of my limited interaction with the organizations or the leaders. I was
familiar with two other organizations in the sample by reputation only. Both had name
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Table 14
Sampling Parameters by Size-Related Category
Category
Very Small
Small
Medium/Large

Number in Random
Sample
3 organizations
2 organizations
3 organizations

Parameters
At least one Health and one Human Service
One Health and one Human Service
At least one Health and one Human Service

recognition in the community due to media coverage of programs and fundraising events.
However, I did not have an existing relationship with either executive director. The remaining
four organizations within the sample were completely unknown to me. In fact, I had never
encountered the particular missions of two of the organizations and found them fascinating.
My involvement in Peoria’s nonprofit sector proved helpful in recruiting case study
sites. Some of the sampled organization’s board members and chief executives had been
familiar with my name from other nonprofit professionals or had attended trainings at which I
had been as a presenter. When recruiting sites, I mentioned to the executive directors that my
first career was in nonprofit management so I was well-versed in the time constraints on board
and staff members and the sensitivity of information discussed in the board room. I was
considered an insider by many, and I believe this facilitated participation and candid
interviews. Eight organizations either declined to participate or did not respond to my
inquiries. Almost all of the organizations that declined stated they were unwilling to participate
because of the perceived interruption in workflow anticipated by my presence or because board
meeting content and the requested artifacts were too sensitive to share with someone outside of
the organization.
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All of the interviewees requested I that share the results of the research with them upon
its completion. Several requested I make a brief presentation to their board following this
dissertation’s defense. Many board members chatted with me prior to or at the conclusion of
our meetings and reiterated the request that I return to share the research’s conclusions with
them. By and large, all of the participants were extremely supportive and curious about this
research. I feel they provided honest information, thorough data, and willingly invested in our
interaction. Furthermore, they perceived this research and their participation were an
opportunity to improve nonprofits within the greater community.

Overview of Case Study Sites and General Attributes
In order to maintain the organizations’ anonymity, each case study site is described in
general terms and given a pseudonym using the Greek alphabet. The chief executive/executive
director is referred to as “Executive Director,” and the board chairman/board president is
identified as “Board Chair” or “Chair.” These titles are used throughout this dissertation to
maintain consistency and preserve anonymity regardless of the individual’s actual title at his or
her organization.
This section discusses some of the general attributes of the case sites. Detailed
descriptions of each case study site are located in Appendix E. First, a basic comparison of the
common attributes of the research sites is presented. Then, the coding process and data
analysis using the qualitative NVivo software is described. NVivo generated connections
between observations and nodes.
Volumes could be written comparing and contrasting the eight research sites. On the
surface, the eight agencies shared commonalities including location in the Peoria-Pekin MSA,
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an annual expenditure of over $100,000, 501(c)(3) corporate status, and designation as either a
Health or Human Service entity. The sample was intentionally stratified by annual expenditure
in order to include small, medium, and large organizations. Common attributes reflected in the
sample are defined here and presented in Table 15:


Location: the City of Peoria (COP) or county where the organization’s main office is
located



Religious affiliation: current affiliation with a religious body



Accreditation: oversight by an accrediting body



United Way: a Partner Agency of the Heart of Illinois United Way



National body: affiliate of a national governing entity



New Executive Director: new Executive Director within the last eighteen months



Mode of service delivery: whether programs and services are delivered at the agency
(site) or through other means such as virtually (virtual) or at other host organizations
(host)



State funding: reliance on state or federal grants or contracts for income



Scope of service delivery: whether services are provided locally (local), in multiple
local counties (county), or at a great distance (far) from the agency’s main office.
The sample has common attributes across organizations while combinations of specific

attributes make each research site unique. This sample is ideal for building theory because of
its diversity. Briefly, the research sites can be summarized by these attributes:
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State Funding

Scope of
Service

No

No

Site

No

Local

Beta

Peoria

No

No

No

Yes

No

Host

No

County

Delta

COP

No

No

Yes

No

Yes

Host

Yes

Local

Epsilon

COP

No

No

No

No

No

Virtual

Yes

Far

Gamma

COP

No

Yes

Yes

Yes

Yes

Site

Yes

Local

Kappa

COP

No

Yes

No

No

No

Host

Yes

Far

Omega

Tazewell

Yes

Yes

No

No

No

Site

Yes

Local

COP

No

Yes

Yes

No

Yes

Site

Yes

Local

Zeta

Mode of
Service

No

New ED

United Way

No

Religious
Affiliation
Yes

Alpha

Location*
Marshall

Organization

Accreditation

National Body

Table 15
Common Attributes of the Sample

* COP = City of Peoria



It is not surprising that more than half of the sample is located in the City of Peoria.
However, three of these organizations reach well beyond the immediate city with a
large proportion of their client base in other communities.



The two organizations with religious affiliations perceive their mission to be
intertwined with their belief system. However, both organizations have always served
clients outside their faith tradition.



The largest organizations are accredited by nationally recognized bodies. For these
agencies, accreditation is essential to service provision and long-term sustainability of

87
their organizations. While standards can be stringent especially in light of other
requirements dictated by funding sources, accreditation is seen in a positive light.


Three organizations are Heart of Illinois United Way Partner Agencies. Not only is
United Way a funding source, but being a Partner Agency generally adds credibility to
an agency and provides access to services such as ongoing executive director
networking meetings and trainings. However, one Executive Director interviewed
during this research voiced frustration with recent grant-making decisions directly
impacting her organization.



Only two sites are an affiliate of a national organization. One national body provides
this local organization training and resources for both administration and service
delivery. The agency spoke highly of the governing body and often referred to the
quality and variety of available resources. The second national body is not as
organized, and there are only a handful of member organizations. However, an annual
national conference occurs.



Three agencies have relatively new executive directors who seem fully acclimated to
their positions. They have developed strong relationships with their Board Chairs and
are making their mark by restructuring their organizations and aggressively pursuing
dynamic visions.



Surprisingly, only half of the research sites offer services in their own facility, one
provides service virtually, and the remaining three offer programs at other
organizations. This variety may or may not be indicative of the nonprofit sector as a
whole, but it demonstrates the range of nonprofit service delivery.
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Finally, six of the organizations rely to some degree on state or federal funding. While
government funding is subject to turbulence, at this particular point in the history of the
State of Illinois a state budget has not been passed by the General Assembly.
Therefore, public funding to nonprofits has been reduced significantly or cut all
together. Yet these organizations continue to provide services with minimal
disruptions. This alone is a true testament to the strength, determination, and
proficiency of the nonprofit professionals managing these agencies.

Data Collection

The sample was selected in the fall of 2015, and data collection commenced
immediately. Data collection concluded in the spring of 2016. Once a prospective case study
site agreed to participate in the research, I arranged a meeting with the Executive Director for
an interview. These interviews began in September and were all conducted at the research site.
Each interview lasted approximately an hour. Signed consent agreements were collected for
each interview. Interviews were recorded, and then transcribed (the interview with the
Executive Director of Alpha was not recorded but rather at the conclusion of the interview, I
recorded my notes and then transcribed them). Following each Executive Director interview, I
was introduced to the Board Chair and arranged an interview. Usually these interviews were
conducted at their place of employment for their convenience. Again, interviews with the
Chairs included a signed consent form, lasted approximately an hour, were recorded, and then
transcribed. The interview with Omega’s Board Chair was conducted over the phone due to
scheduling issues.
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Agency tours were usually given at the time of my interview with the Executive
Director. I was accompanied through the facility to meet staff and, often, clients. I was given
the opportunity to speak with them and ask questions if that was appropriate. I did not tour
program facilities at Beta, Delta, and Epsilon because their services are provided in remote
facilities throughout the community. However, I was able to experience the administrative
offices and chat with staff when I visited those organizations.
Usually I observed each organization’s board meeting following the two interviews, but
this was not always the case. Sometimes the board meeting preceded the Chair’s interview. I
was either invited to sit at the conference table with the board, or I sat near the board table in a
space conducive to observation. As I recruited research sites, many expressed concern
regarding my presence at board meetings and objected to my notetaking during the
proceedings. Therefore, in order to maintain trust, I did not take notes during my observations.
However, immediately following my departure from each meeting, I recorded my observations
and impressions. I was not allowed to attend Zeta’s board meeting at the request of its
executive committee because that meeting was going to include major strategic decisions.
Though I offered to leave the room when sensitive topics were discussed, Zeta’s board declined
my request. I was not able to attend Kappa’s board meeting because of scheduling issues.
However, I was invited to the parent company’s executive committee meeting, which proved to
be very beneficial to the research.
Another obstacle I experienced in securing access to the research sites involved
observing staff meetings. Several of the Executive Directors denied my request to attend a staff
meeting. Therefore, I abandoned this tactic. However, I was able to have several brief
conversations with staff members when I took tours of the sites or as I waited for interviews. I
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completed two interviews with staff members: I spoke to the Program Manager at Alpha and
one of the Managers at Epsilon. The Epsilon interview was recorded and transcribed while the
Alpha interview was not recorded, but my observations were recorded after my interview and
transcribed. Both staff gave consent to be interviewed.
Agency artifacts were collected throughout the interview and board meeting observation
process. Each agency handled this request differently, with some Executive Directors
gathering documents and others delegating the research to a staff person. All documents were
either emailed to me or provided on a portable memory drive. Several thousand pages of
documentation were collected. Kappa was eager to provide documents but required me to sign
a confidentiality agreement prior to releasing its artifacts, which I did.

Coding Strategy

The interviews were the core data source for this research. Agency artifacts and
observations were used as supportive documentation and not coded. Qualitative-data software
was purchased to manage this research: the starter version of NVivo 11. Each transcription was
saved as the agency’s assigned Greek name and either identified as ED (Executive Director),
BC (Board Chair), or PS (program staff). Each was designated as a source in NVivo and
coded during three iterations.


The first coding pass was administered at the sentence level to determine what actors
were involved and what activities transpired. This coding was meant to be basic and
descriptive. Nodes were developed in NVivo as transcripts were coded. General nodes
identify a person, action, or category of interest such as board or staff. However, morespecific codes distinguish specific activities such as board meeting productivity or staff
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specialization. The first coding pass included two rounds because there were many
more nodes upon completing the last transcript than there were for the first transcript.
The first pass intentionally identified people and encounters.


The second coding pass began to layer multiple nodes within specific passages from the
transcripts. NVivo is adept at coding data into multiple nodes. For example, this
passage They [national body] have an orientation video for new board members and for
chairs (Executive Director, Beta), was coded at multiple layers: board, board
orientation, and national body. One short sentence yielded three nodes. NVivo can
automatically include sentences preceding and following coded material if the context is
lost at a later review. The second coding pass included two rounds. This pass was
essential to consistently coding phrases that had different words but having similar
intent. For example, we now have people from all different industry sectors, roles
within their organization (Executive Director, Beta) and I was recruiting different
people because we didn't have those skills (Executive Director, Delta) and We try to find
that nice blend of high profile, passion and getting involved in the work that's needed to
be done (Board Chair, Gamma) were all coded with the node board diversity. Though
different words were used by the three subjects, each described how his or her agency
intentionally built a board with a range of skills. Ensuring that phrases were coded
consistently strengthened the quality of the analysis and enhanced theme development
in the third coding pass.



The third coding pass started the process of developing themes based on common or
conflicting actions. Node content was considered within sources as well as across
sources. Themes began to develop, and new nodes were created to capture larger
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analytical themes: in essence, this round coded the codes. For example, the thematic
node taking advantage identifies an instance in which the organization leveraged its
position to acquire some positive outcome. The node service within boundaries
captures how the organization provided programs or services within the constraints of
complex regulations. This final coding pass included several rounds during many
weeks of reviewing and working with the data.

Tools to Develop Themes

The third coding pass combined with the output of two NVivo exploratory tools
generated connections between nodes and themes from the data which are discussed in the next
chapter. While the following discussion presents a result of this study, it is presented here
merely as an example to illustrate the third and final coding pass using NVivo. More than 140
nodes were used to code the interviews for this research. One method used to analyze the
nodes is called “charting” in the “explore” function of NVivo. Charting tracks the number of
times a specific node is used across sources. For example, the third coding pass generated a
theme node called change agent that identifies a force causing a dramatic shift in the
organization such as a new funding regulation that forced programs to be redesigned or a new
Executive Director changing the staff structure of the organization. Figure 11 illustrates how
that theme node, change agent, developed during the Executive Director interviews.
Interestingly, Figure 11 shows that the Executive Directors of the three largest organizations
referenced change agent most often. Themes were developed and confirmed using this type of
chart. NVivo’s “comparison diagram” function identified more themes and generated early
connections between nodes. Comparison diagrams visually map coding connections between
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multiple data sources and two specific nodes. Again, following is an example of using
comparison diagrams to develop connections between nodes. This is not meant to be a report
of results but merely an illustration of NVivo’s functions. For example, I assumed that a board
comprised of members intentionally recruited for their particular skill or profession (code:
board specialization) would have the propensity to generate new ideas for the organization
(code: generating ideas). However, the comparison diagram does not show such a connection.
As illustrated in Figure 12, nine sources have at least one code at the board specialization node
and seven sources have at least one code at the generating ideas node. However, only three
sources (Beta Board Chair, Gamma Board Chair, and Delta Board Chair) reference both nodes.
This type of diagram was useful in mapping connections and testing relationships. On the other
hand, several comparison diagrams did indicate connections between sources and nodes. For
example, I assumed that a board filled with specialists (code: board specialization) would allow
the Executive Director to take charge and lead the organization rather than have the board take
charge of the direction of the organization (code: ED leads board). In this case, the comparison
diagram shows several connections. Again, Figure 13 illustrates how NVivo was used to
establish connections. Figure 13 shows nine sources having at least one code at the board
specialization node and eleven sources having an ED leads board node. More importantly,
seven sources (Board Chairs from Beta, Omega and Delta and Executive Directors from Delta,
Gamma, Kappa, and Zeta) contain both nodes. The comparison diagram indicates there may be
a relationship between these two nodes and a potential theme for further consideration. The
comparison diagrams were used in developing several themes from the data. NVivo offers
many tools that aided in the analysis of this data. Developing theme nodes and using
comparison diagrams proved extremely helpful in utilizing a multiple-case design to link the
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concepts under study (Yin 2011). NVivo allowed the data to be easily managed and quickly
analyzed which greatly streamlined the process and ensured consistent usage of nodes and
codes.

Figure 11. Example of Theme-Node Development
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CHAPTER 4

ANALYSIS AND RESULTS
This chapter presents the analysis and results of this research. To begin, some basic
observations are included to give a general impression of the eight case studies. While these
interpretations are brief and basic, they provide a simple foundation to build a more thorough
analysis upon. Next, follows a general discussion of capacity building relevant to the eight
case studies. Observations are tied to existing scholarship discussed in the literature review.
Two overarching themes are presented and grounded in the literature as well. The first
describes the constant struggle of an agency’s focus between managing resources and providing
programs and services. This dichotomy is labeled business versus mission (Andreasen, et al.
2005; Schneider 2003; Smith and Lipsky 1993; Worth 2014). The second is another dichotomy
pitting an organizational focus on daily operations against that of long-term sustainability. This
is described as the trees versus forest (Doherty and Mayer 2003). Then, the core of the analysis
is presented with the introduction and discussion of the four theoretical propositions that test
the research question: to what extent do nonprofit organizations exhibit absorptive capacity?
The first proposition explores the influence of the size of the organization on absorptive
capacity. The second proposition tests the influence of board and staff leadership on absorptive
capacity. The third proposition examines the influence of the organization’s strategic outlook
on absorptive capacity. The fourth and final Proposition investigates the influence of
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organization memberships and accreditation status on absorptive capacity. In summary, the
data support these four theoretical propositions to a certain degree and support the presence of
absorptive capacity within the nonprofit organization setting.

General Impressions

I am sure most social scientists who design small qualitative studies have grave
concerns when drawing a sample. Though the sample is random, there is the possibility that a
chosen site is not a viable entity or proves problematic for the researcher. While I had shared
these concerns, my trepidations were unfounded. Although specific organization missions are
not described in this dissertation in order to protect anonymity, these eight organizations all
pursue worthy causes benefiting the clients and communities served. To my knowledge, all
eight sites are reputable organizations in the Peoria area. While the leaders and staff described
many proud accomplishments with me, they also shared their greatest fear: that their
organizations cannot do more for their clients or their community. The nonprofit professionals
and volunteers in this research group had a common sense of urgency to do more for their
clients. The interviewees were eager to learn from this research so they might improve their
organizations and the Peoria-area nonprofit sector as a whole. Many were hopeful this research
could be utilized by other local nonprofits and the greater community.
Several Executive Directors and some Board Chairs mentioned another common
frustration: their inability to retain or recruit quality staff. They lamented that they provide a
good wage but not a great wage (N.E. Day 2010; Goulet and Frank 2002, Worth 2014).
Unfortunately, this problem is not limited to the Peoria nonprofit community. Nonprofits
across the country are emerging from the recent recession where contributions dropped and
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demands for services skyrocketed (Jurisch et al. 2013). As a result, budgets have little to no
excess. In Peoria, many nonprofits have the added financial crisis caused by the State of
Illinois that has become slow to reimburse or has chosen not to fulfill their funding promises at
all. And yet, these organizations have basically maintained their staffing levels in spite of the
impossible financial environment. These agencies secured lines of credit, accessed reserves, or
chose to not fill staff vacancies. Nevertheless, it is difficult to recruit qualified candidates who
meet specific job requirements or regulations determined by funders and accreditors.
Furthermore, for-profit businesses lure experienced staff away to higher-paying positions.
Some of the research sites told stories about constantly recruiting and training candidates for
particular positions in order to maintain quality programming.
These eight organizations are diverse on the basis of many attributes, but all of the
leaders saw their organizations were on a similar journey. Their pursuit of a better future for
their organizations, and more importantly for their clients, precludes any obstacle from being in
their path. Their can-do spirit likely contributed to their participation in this research.

Capacity Building

The eight organizations in the sample clearly demonstrate elements of organization,
programmatic, and adaptive capacity as described in the Sussman model (2003). These
capacities are explored to provide a foundation for the research question regarding absorptive
capacity within the nonprofit setting.
Programmatic capacity is an organization’s ability to conduct its primary value-creating
charitable activities or mission (Sussman 2003). The research sites successfully provide
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programs to their clients and community. The leaders self-report their successes and emphasize
program capacity (Smith and Lipsky 1993).
They’re doing something right because they have a 92 percent return rate [for
client services]. (Field Notes, Alpha)
You know, I have sick [clients], and we have a Christmas party every year for
them, and they just call me up and they tell us, “Thank you for thinking of us.
No one thinks about us.” (Executive Director, Delta)
It's all about [client] care, and that was what we’re after…. I think [our main
program] was working for the right reasons, and that's why it took hold.
(Executive Director, Epsilon)
But more than anything else, it was a community need. We need to do
something about that, but it was a political fight. But…now we're doing good.
(Board Chair, Kappa)

Furthermore, all eight entities are in good standing with funders, accreditors, and licensing
bodies and are perceived by the public as good organizations.
Our [national affiliation] is a slam dunk because it’s tried and true. It’s vetted.
It doesn’t jeopardize anything, and, in fact, it helps supplement and makes the
[hosting organization where we provide services] better…so that’s a very
positive thing. (Executive Director, Beta)
The community recognizes our value and why we're here and the good we do.
There's so much name association. (Executive Director, Gamma)
Because the minute you walk through the door, you're already smitten. But then
once they take you through and you meet the [clients] and the staff and hear
more about the mission, you know, then you're just a lost cause. It's done. I
toured and at that time, I picked up an application to become a volunteer.
(Board Chair, Gamma)
When the accreditation comes in every three years, at the end of the day they
meet with me as Chair, and they know our history real well. Every time I've
asked them, “Is this the best [organization] in the country,” and they say,
“Almost.” So we're doing something well. (Board Chair, Kappa)
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However, again and again, the interviewees expressed their desire to expand or improve their
programs based on utilizing knowledge (Dalkir 2011).
[The Program Manager] says their strength is their small size. They really serve
the clients well, and the clients report that is why they return. So they [Program
Manager and Executive Director] want to keep Alpha small. However, they
need to expand program some in order to accommodate a few more [clients at
the same time]. They don’t want to be huge, but they need to be a little bigger to
compete in the market. (Field Notes, Alpha)
So really, it’s looking at where our natural growth opportunities are. We do
have to turn [clients] away at times. That's the unfortunate sad thing about that,
so it could be bigger. (Executive Director, Gamma)
I think the beauty of it is, [the Executive Director’s] dream and my dream are
pretty identical…. There's been a demonstrative need—and I have been hearing
about it the entire time I have been on the board—to expand. Particularly, our
[specific program] and to open to other counties. (Board Chair, Gamma)
It's very easy to sit here and explain why we have [a specific community need].
We have that program. It's very easy to expand…we're looking at new revenue
streams when there's [thousands in need]. It's not real hard. You don't have to
be a brain surgeon. (Executive Director, Zeta)

The Executive Directors and Board Chairs enthusiastically spoke about their programs
and missions. This is not surprising because the mission is the soul of a nonprofit organization
and attracts people to an organization. If the mission is the soul, then the programs and
services are the heart of the organization. I presumed many would be less enthusiastic when
speaking about organization capacity or the structures, functions, systems, procedures, and
culture that promote order and predictability to maintain the collective effort and the corporate
entity (Sussman 2003). After all, discussing workflow, staffing, budgets, strategic plans, fiscal
projections, and fundraising is infinitely less exciting than the mission (Cassidy, Leviton, and
Hunter 2006; Doherty and Mayer 2003; Andreasen, Goodstein, and Wilson 2005; Light 2001).
However, the Executive Directors and Board Chairs were keenly aware of this aspect of the
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organization. They discussed marketing, expanding staff, and reorganizing structures with zeal
and seemed very comfortable adopting for-profit business practices (Osborne and Gaebler
1992; Williams and Lewis 2008).
Originally, there were some fail-safes in the bylaws to ensure that [the
founder’s] vision would be protected. And now, many of the founding members
are literally dying or in their 80s. The Executive Director has rebuilt the board
to be more open to change. There has been a shift in thinking with the
organization. (Field Notes, Alpha)
There was obviously some turnover here in the office…So I used the funding
from those two positions plus a little extra to [create the new fund development
position]. Because I said to [the board] “It’s obvious to me that our problem
here is that we’re not raising enough money…” And so, if we want to become
more successful and impact more [clients], then we need to raise more money.
The way you raise more money is to have someone on our team that is dedicated
to making that happen. (Executive Director, Beta)
We had a severe lack of media attention. Electronic media. We just had a
terrible deficit there…that was something we absolutely had to resolve. We
started working on that. We brought in a volunteer person who joined the board
that rebuilt our web page and started doing much, much more of that type of
stuff to get us out [better known] electronically. (Board Chair, Delta)
We have Quickbooks now. We have Quickbooks online, so we actually have
done a couple shifts…. When I started, the books were kept on a twelve-column
ledger. Paper and pencil. Excel would have been an upgrade. (Executive
Director, Delta)
You know, one of the things I was really pleased about and I have learned to
have a great appreciation since I’ve been here, is that even for a small
organization, [and having worked for much larger organizations], our
infrastructure here and how we operate is much more sophisticated. Just
compared to other organizations I’ve worked with or have been on the boards.
(Executive Director, Gamma)
When we started moving [our services beyond] Peoria, we went to [our Peoria
clients and informed them]…. They were against that because, “you're going to
water down the resources so that you can't help [us].” Our response was no, no,
no, no, we got the infrastructure so if we add all this and bring in more revenue,
we can add more infrastructure, to serve [new clients outside of Peoria]. (Board
Chair, Kappa)
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One of our board members said, “You know, you're growth strategy is going to
keep getting messed up by your structure. Let's create a parent holding company
and put all these business units in the subsidiaries.” (Executive Director, Kappa)

The Executive Directors and Board Chairs also discussed how organization capacity
must develop as well. Many of their comments involve fundraising and expanding to other
service areas and illustrate internal and external strategies to develop capacity (Doherty and
Mayer 2003). Change sparks innovation (Nelson and Winter 1982).
A lot of attention has been placed on how we can have a more consistent process
for fundraising. You know, maybe more clarity around the involvement the
board members would have and more of an expectation that they are being more
engaged in that way. So there has been a lot of tension there. (Board Chair,
Beta)
So this would be the plan for moving into these other locations. We would have
an area board there locally on-site, if you will, representing [us] in the areas.
They would be strategizing on fundraising and volunteering and connecting us
with [potential host organizations] and that sort of thing. (Executive Director,
Beta)
[Social media] is better than it was. We still need to do more there. We realized
that issue is an absolute. We have to resolve that right now. (Board Chair,
Delta)
Our Board Chair likes to say all the time, “We're in our fundraising infancy.”
That's something that as we look at state funding being less and less reliable.
Really focusing on how we become more independently strong without so much
reliance on state funds. (Executive Director, Gamma)
The research sites plainly see the connection between an organization’s capacity and its
ability to support more clients, programs, and services. However, based on my previous
experience with nonprofit organizations and relevant literature (Capozzi, Lowell, and Liverman
2003), I expected leaders to focus specifically on program capacity to the detriment of
organization capacity. This was expected to be especially true in small nonprofits that are
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resource-strapped (Kapucu, Healy, and Arslan 2011). However, even the smallest of
organizations in this sample were intent on building organization capacity. From these
anecdotes, my interviews, and my review of artifacts, it is apparent these nonprofits
intentionally work to sustain and improve organization capacity—from the smallest to the
largest.
Even more fascinating is the focus on adaptive capacity. Adaptive capacity is
especially important to nonprofits that function in volatile environments (DeVita, Fleming, and
Twombly 2001; Cordes et al. 1999). Adaptive capacity describes how an organization
consciously interacts with its environment in order to learn and improve performance (Sussman
2003). An adaptive organization engages with and interprets its environment. In the case of
nonprofit organizations, the environment is extremely volatile because it includes funding,
community need, client management, public reputation, and competition with other service
providers (Helmig, Jegers, and Lapsley 2004; Ebrahim 2010; C. Hume and Hume 2008). I was
truly amazed by the adaptive nature of the research sites and the level of engagement with the
environment.
The Board Chair is pushing hard to connect with intercity Peoria churches. He
asked the Executive Director, “Who is the top African-American pastor in
Peoria because we’re going to build a relationship.” They feel some of these
congregations are key to better understanding the local market and designing
programs to serve [it]. (Field Notes, Alpha)
Knowing that's the way it's going to be, you just have to go with it. When that
[funding] picture changes, you have to change with it if you're going to keep
going. (Executive Director, Delta)
So, it’s always trying to stay ahead of where the organization is going next, what
are the new requirements that are coming down the pike. And a lot of times,
they don’t even necessarily know. A good example is…a new [healthcare]
payment model that’s coming. It’s been talked about for so long. We have
these [clients that are affected] and [the government funder] still can’t tell us
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what [the funder will need from us]. But we’re always looking for information.
(Executive Director Epsilon)
You know, they are very aware of what's happening at the state level
legislatively and budgetary-wise, you know, because that's kind of where we get
our funding. They know about those trends and activities that are happening in
Springfield. They stay very abreast of that. (Board Chair, Omega)
The director at that time had become a little less interested in becoming involved
at a state level because he was running things, so I got to go too. Tons of
meetings…. Contentious, but it was fun because we were part of walking
through some major changes. And so we got known at a state level, and those
kind of connections are huge. Be available. Show engagement in those
meetings… No favors. We don't ask for favors….but they trust us…so building
those relationships, it's really huge. (Executive Director, Omega)

On high-level stuff, [the COO] and I were just in Chicago these last two days.
The director of [state agency] was there and the director of [state agency] and
[state agency] and so on. I have two more meetings next week in Chicago with
the same group. Those meetings—they don't tell you how to run your business,
but what they do is tell you where they’re taking the state. (Executive Director,
Zeta)

The Executive Directors and Board Chairs clearly comprehend how information leads to
innovation in funding and programmatic opportunities (Nelson and Winter 1982). More
importantly, the only way to get such information is by actively pursuing it. Many executive
directors regularly discuss state funding issues with elected officials and state bureaucrats—
especially in light of the current State of Illinois budget problems and federal funding cuts
(Jurisch et al. 2013; Lerner 2009). Public contracts are especially important to many nonprofits
(Pettijohn et al. 2013). Several leaders in the sample serve on task forces and committees in
order to be at “the table” with bureaucrats responsible for authoring and managing grants,
contracts, and funding regulations. They make themselves available for pilot projects or as a
resource to decision makers. Executive directors attend local events and aggressively network
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within the nonprofit, public, and private sectors. They recruit board members with specific
skills and expertise in order to tap into a new boundary spanning knowledge base (Tushman
and Scanlan 1981). Board members are expected to be persistent advocates for the
organization and knowledge brokers who can use their personal networks to impact the
organization in some strategic way. In my experience, the fundraising skills of the executive
director are essential for the survival of any nonprofit organization. However, these case
studies and the Sussman capacity model (2003) have led me to believe an executive director’s
networking and information-gathering skills (Mitchell, Agle, and Wood 1997) are just as
valuable, if not more so, to the organization than their fundraising skills. Engaging within the
environment and adapting to it is essential.
The Executive Director is an agent contributing to a nonprofit’s adaptive capacity;
however, his or her participation on public-agency committees raises a curious question: do
nonprofit executive directors attempt to influence the external environment as well? Formally
or informally lobbying with policy makers and interacting with agency bureaucrats could be
interpreted as more than just adapting to the environment. This behavior is outside the bounds
of the Sussman core capacity model (2003), likely because not all nonprofit organizations are
able to participate in lobbying-like behavior due to modest staff size and limited resources
(Avner 2010). The Sussman model (2003) addresses fundamental capacities relevant to all
nonprofit organizations. In light of this not being covered by Sussman’s model, the ability of a
nonprofit organization to influence the funding environment is an intriguing research question
for future study.
This discussion of capacity according to the Sussman model (2003) leads to the
exploration of absorptive capacity and theoretical proposition testing later this chapter.
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However, two overarching themes are presented first to enable for a more comprehensive
discussion of absorptive capacity.

Overarching Themes

Two overarching themes emerged from the data analysis which frame the capacity
building mindset and environment in which these organizations function. This discussion is
intended to provide a foundation for a more robust consideration of absorptive capacity in the
following chapter. Each overarching theme is derived from a dichotomous relationship
between two forces these nonprofit organizations face daily. I believe the resulting balance of
diametric forces influences capacity building within these organizations. The first is business
versus mission (Andreasen, et al. 2005; Schneider 2003; Smith and Lipsky 1993; Worth 2014)
which describes the constant struggle of a nonprofit’s focus between managing resources and
providing programs and services. The second is trees versus forest (Doherty and Mayer 2003)
which pits an organizational focus on daily operations against that of long-term sustainability.
Nonprofits are remarkable organizations. Staff and volunteers invest their hearts and
souls into nonprofit missions because they believe in the organization’s cause. However,
missions cost money. Although a nonprofit organization exists to meet some social or
community need, that comes at a price in both financial and human resources. Nonprofits cost
money: salaries, space, computers, staplers, marketing materials, and an infinite list of
programmatic supplies required to educate, heal, and save the clients served. Programming is
at the core of a nonprofit’s mission, such as offering a farmers’ market in an urban
neighborhood that lacks a grocery store or providing hospice care for the terminally ill.
However, a nonprofit organization requires more than staff members solely dedicated to a
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mission. Administrative and management specialists are vital to an agency because they
answer phones, market the organization, raise funds, pay bills, maintain the facility, order
supplies, and supervise staff. A hospice patient requires more than the nurses and doctors who
care for him or her because the healthcare professionals need an entire administrative staff to
order supplies; hire, train, supervise and pay the medical staff; complete paperwork for the
insurance providers; market the organization; and more. This “overhead” is not nearly as
enticing to a donor as the nurse providing care to a dying patient, but nevertheless it is essential
to maintaining the organization. The business of managing a nonprofit comes at a cost.
The struggle between business and mission emerged in this research (Smith and Lipsky
1993; Worth 2014). In my long history of working with nonprofit organizations, the program
or mission always came first in the minds of agency leaders, and business was an afterthought.
Literature supports this priority (Andreasen, Goodstein, and Wilson 2005; Schneider 2003;
Smith and Lipsky 1993) as does this Chief Executive:
You know, the best way to explain it is, here's how it used to be: “The program
is there no matter what, and we'll find the money because the program is before
the money.” I have never thought that way. If you don't have the cash, you’re
not going to have the program. Period. I mean, it's an argument that I've heard
a hundred different times, a hundred different ways. The bottom line is, how are
you going to get any new program without cash? That's just my philosophy. I
guess, it's business. Simple business. (Executive Director, Zeta)

However, the data collected here reveal a possible shift in thinking. The Executive Directors
and Board Chairs described at length the financial and administrative realities of pursuing a
brand new program (Mitchell, Agle, and Wood 1997):
I would love to be able to do something like that [a brand new program]. But
that would involve [a] capital campaign to get a facility, to get people on board
to help sponsor the [program]. We definitely would have to hire someone to
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coordinate and facilitate all of that. So that would be on a whole another level.
(Executive Director, Beta)

There is a clear understanding of what programs cost and how revenue drives programmatic
decisions (Doherty and Mayer 2003):
[The old bookkeeper said,] “that's all we can charge.” Nope. It's not. I used
data and came up with a formula where we're charging $43.00 an hour for [a
particular] service…. [This particular service] has a 27 percent margin right
now, which is great. [A second service] has a 24 percent margin, which is
fantastic. And our [main program has] a 4.5 percent margin; so I need to
increase the margin there. And I don't know how to do that yet. We are working
on it. (Executive Director, Delta)

There is also a desire to bring mission into the board room where much of the focus is on the
business and long-term financial stability of the organization:
Opening the board meeting to start with. Then asking for a motion to approve
the previous minutes. We will usually have a CEO report. The next stage would
be typically a mission moment. Somebody from the staff would come in and
talk a little bit about the work that is going on here, which is so nice because it
keeps everyone in the room connected to the mission. That's something people
look forward to…. It's hard when you're literally just trying to pay the bills and
stay afloat, too, than be visionary and have extra money in there for growth.
(Board Chair, Gamma)
I would say that in aggregate, every [board member] comes from the for-profit
world in some way. I think the way we really make our mission real is that [the
Executive Director] is very good talking about a problem but putting it in a
personal context in terms of bringing an actual story to the table. (Board Chair,
Zeta)

Kappa had the most dynamic solution to balancing business with mission in its organization: it
created a parent company to manage the business of the organization and has a subsidiary
Kappa board of the mission experts:
[Originally, the Kappa board wasn’t program] people at all…. So we formed
[the parent company] and pushed and loaded [the Kappa board] up with clinical
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people. I chaired that for a while just to sort of kick it off. It just allowed the
more business-community board of [the parent company] to get more strategic.
(Executive Director, Kappa)
[We] have a strategic bunch and operational bunches. Both doing important
work. (Board Chair, Kappa)

Balancing the multiple demands of business and mission in a nonprofit organization is
an ongoing struggle for executive directors and boards (Corder 2001, Andreasen, Goodstein,
and Wilson 2005; Schneider 2003; Smith and Lipsky 1993). Finances, staffing, administration,
and space are all important business-related realities affecting programs and services. The
business versus mission dichotomy is an organizational perspective that speaks directly to
capacity building. Decision making is likely enhanced when nonprofit leaders are aware of
both the business and the mission of their organizations. For example, boards are more likely
to cut programs that have insufficient funding rather than maintain them to the detriment of the
organization, or boards may develop the structure of their organization prior to a program
expansion in order to ensure success. In reality, a nonprofit is nothing without its mission, but
the mission is nothing without a business to support it.
The second dichotomy that emerged from the data relates to the focus of the nonprofit’s
leadership (Mitchell, Agle, and Wood 1997; Renz 2010; Herman 2010). A nonprofit executive
director is a busy person and carries great responsibility, especially in some of these case
studies in which the chief executive officer is responsible for multi-million dollar
organizations. The executive director is the conduit between the board and the staff (Renz
2010). The board sets the mission and vision for the organization, and the executive director
executes them. However, the roles and responsibilities between the board and chief executive
officer are often blurred depending on the size, type, or culture of the organization (Worth
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2014). Often, smaller organizations with minimal staff function as a more hands-on board that
assists with fundraising efforts and functions as pseudostaff (Kapucu, Healy, and Arslan 2011).
These organizations have a difficult time setting the vision of the organization and working
towards long-term sustainability because they are overwhelmed by just keeping the doors open
every day (Worth 2014; Herman 2010). Medium-sized organizations can still support this type
of arrangement in which board members get into the daily operations of the organization.
Board members sometimes have difficulty maintaining a focus on long-term sustainability
because they feel their role is to monitor or manage operations. Larger nonprofits function with
a hands-off board that rarely inquires about daily decision making (Stevenson et al. 2002).
They leave daily operations in the hands of the chief executive officer and focus on the longterm sustainability of the organization.
Regardless of size or culture of the nonprofit, the board and chief executive officer must
manage their roles and responsibilities in order to maintain a healthy agency. Together, they
must ensure the agency provides quality programs and services now while simultaneously
ensuring the agency continues to provide quality programs and services well into the future. I
call the management of this dual responsibility the trees and the forest, and the phenomena is
substantiated in the literature (Doherty and Mayer 2003). The trees refer to daily operations
such as staffing allocation, licensing, special event logistics, or program policies. These areas
are more closely related to program capacity. The forest refers to the long-term sustainability
of the agency such as strategic planning, board recruitment, cash flow projections, or budget
approval that are indicative of organization and adaptive capacity.
The trees versus forest dichotomy (Doherty and Mayer 2003) emerged from the data
similar to the business versus mission theme. The executive director wears many hats,
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especially in small organizations, that pull him or her in competing directions which impedes
capacity building work (Cassidy, Leviton, and Hunter 2006). Executive directors can easily
find themselves managing the minutia of daily operations (Helmig, Jegers, and Lapsley 2004;
Ebrahim 2010; Maden 2012):
After [the Executive Director] listed off the staff members, I asked who cleaned
the facility. He said, “We clean. We'll take a half day, and we can knock it out
in about five hours.” So these young men who are managers and program
specialists clean on top of their normal job. (Field Notes, Alpha)
And I’m like, a roll-up-your-sleeves and help-out kind of person…. And I don’t
mind that. I’ve always done that, so, yeah. (Executive Director, Beta)
For probably eight months of the year, I was running the books. I'm a very
expensive bookkeeper. Boy, I learned a lot in eight months. (Executive
Director, Delta)

The three Executive Directors above (Alpha, Beta, and Delta) are from smaller organizations in
which it is common for the chief executive to not only manage the nonprofit but also perform a
wide range of operational tasks (Kapucu, Healy, and Arslan 2011). This is true for the board
at Delta:
My expectation is, I really want everybody to participate because we are so
small. We really do need all hands on deck, so to speak, because we're small,
and that helps share the burden. It doesn't burn other people out. You always
have the doers, which is common. It becomes—people just get tired. I want
people to participate so that we can share and not let it fall on one person's
shoulders all the time. We typically break up into groups when there is
something coming up. Each group will kind of assume some of the
responsibility. (Board Chair, Delta)

While some of the smaller agencies are pulled into the proverbial trees of daily
operations, the executive directors at larger organizations are pulled to the proverbial forest but
still keep an eye on their trees:
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I am the one required to do the strategic thinking or the opportunity seeking.
I am no longer the one required to make the trains run on time. But I get twentyfour reports every morning that tell me how the trains were running yesterday.
(Executive Director, Kappa)
[The new staff structure is] working very well, and it allows me to make calls to
donors. It allows me to spend more time on some of the meetings with them and
getting to know them…. So we need to start having those real kind of
conversations. (Executive Director, Gamma)

No matter the size of the organization, boards can wander into the trees even with the best of
intentions of staying in the forest:
So some boards, perhaps, are just sort of detached [from everyday operations].
That is not what I see in this board; if anything, we dig a bit too deep and
probably should back away sometimes… It is more about just being efficient in
how we facilitate those meetings and so on…they can ask tactical questions but
do not take them right away by going tactical too much. Because the reason we
are at the board meeting is for high level. Are we feeling the strategy? Are we
financially solvent, secure? Do we have the right direction? What do we need
to do as a board to get involved? (Board Chair, Beta)
That part is tough because I find that this is such a great place. One of our
previous Board Chairs likes to say the agency will run itself. He likes to say
that. We've been around [for so long]. We will run. It runs itself, but we need
to be more visionary. Then it seems like you get meddled down sometimes and
whatever crisis is going on at the moment. It seems like there's always a crisis.
Another and another. It's either state funding issues or maybe it's losing a key
person or it's that you're in the middle of a search for a new CEO. It just seems
like there's always something. Just trying to maintain that healthy bigger picture.
That's probably one of the challenges I find the greatest for me. (Board Chair,
Gamma)

Though some boards may be too far into the trees, all acknowledged the need for the board to
be in the forest to ensure the long-term health of the organization.
You know, it is more of our responsibility to make sure that we’re directionally
correct, that we’re financially solvent, that we’re operationally excellent, but it is
not up to us to know all of the details of that. (Board Chair, Beta)
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Just meeting those immediate everyday needs is hard sometimes, then to be
visionary and remember that you got to put money in. (Board Chair, Gamma)
[The board has] stepped away from the messiness of it, but I think that the
questions we're asking are really from a risk standpoint in terms of the whole
organization. Is this the right program for us—1. does it serve our mission, and
then 2. if the funding gets pulled, what do we do. I think we've done a really
nice job of figuring out how can we shift needs from Program A to C. (Board
Chair, Zeta)

This board chair summarizes the trees versus forest dichotomy most eloquently, as a
two-headed dragon:
We need to put that structure in place now. That's something that wasn't there
before. We know we absolutely have to keep thinking about the future. It's kind
of like having a two-headed dragon. You know? You have for the present, and
then you have the future. I think in that way, specifically, we're in really good
shape because we're looking at down the road every single—all the time. You
know, what does this mean? How are we going to get—how are we going to
support a new ED? When do we need to—just really thinking about reality.
What's really going to be happening and being prepared for that. (Board Chair,
Delta)

Forest versus trees and a two-headed dragon; finding a stable balance of focusing between daily
operations and long-term sustainability is a difficult feat for the board and executive director
(Helmig, Jegers, and Lapsley 2004, Cassidy, Leviton, and Hunter 2006; Ebrahim 2010; Maden
2012). Each agency has its own unique culture of dividing the workload of the organization.
Therefore, the trees versus the forest (Doherty and Mayer 2003) paradigm is important to
understanding capacity building. If leadership is focused on long-term sustainability, it is
likely pursuing a vision that includes funding an enhanced organizational structure to support
future agency needs. In this scenario, the board and even the chief executive are considering
the organization and adaptive capacity of the agency. However, if leadership is focused on
daily operations, the agency will likely not be able to survive disruptions in the community or
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funding environment. Leaders may focus entirely on programmatic capacity at the expense of
organization and adaptive capacity.
In conclusion, the eight case studies provide a rich discourse on nonprofit management,
governance, and insight into nonprofit capacities. As this discussion moves into theoretical
proposition testing and a discussion on absorptive capacity, the data suggest these executive
directors and board chairs strive to balance opposing forces in their organizations: the zeal of
expanding programs and services with the reality of financing and supporting such efforts, and
the necessity to attend to the daily operations of the agency while simultaneously directing the
long-term sustainability of the organization. These two diametric forces speak to the capacity
of the organization and provide a general foundation for a more comprehensive discussion
about adaptive capacity within the nonprofit setting.

Testing the Theoretical Propositions

This section reports about my tests of four theoretical propositions in order to answer
the research question: to what extent do nonprofit organizations exhibit absorptive capacity?
The theoretical propositions address various aspects of this question by considering the size of
the organization, board and staff leadership, the organization’s strategic outlook, and the
agency’s participation in member organizations and accrediting bodies. Each theoretical
proposition is introduced and tested using the data collected in this research.
To test theoretical propositions related to absorptive capacity, the four dimensions of
absorptive capacity must be reviewed (Zahra and George 2002):
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Acquisition: how an organization acquires new information from the external
environment which is relevant to its operation. This requires prior knowledge building,
speed, and intensity of gathering knowledge.



Assimilation: how a firm analyzes, processes, interprets, and understands new
information. It refers to routines and processes that convert or decipher the new
information in the context of the existing environment. This is how the firm interprets,
comprehends, and learns new information.



Transformation: how a firm further develops and refines its routines in order to
combine new information into its existing knowledge. Information is transformed, and
new routines are developed within the organization. This is how information is
converted and internalized.



Exploitation: how the new knowledge is exploited, and new competencies are
established that benefit the delivery of goods or services the organization provides.
This is how the firm modifies routines, structures, and processes in order to sustain the
exploitation of the new knowledge over a long period of time.

Theoretical Proposition 1: Size of the Organization

The first theoretical proposition states, nonprofit organizations will exhibit absorptive
capacity but at different levels depending on the size of the organization. It is assumed that the
size of an organization, as determined by annual expenditures, influences its absorptive
capacity (Dove 1999; Kapucu, Healy, and Arslan 2011; Beijerse 2000; and Salamon 2010).
This theoretical proposition has three components to address the different agency categories
within the sample.

117


Very small organizations will exhibit modest absorptive capacity tendencies.



Small organizations will exhibit the weakest absorptive capacity tendencies.



Medium and large organizations will exhibit reasonable absorptive capacity tendencies.
To begin, it is assumed that though very small organizations have modest budgets

($100,000 to $500,000) and operate with limited staff members, they have the advantage of
being agile and can react quickly to new knowledge (Dove 1999). The three very small
organizations in this research are Alpha, Beta, and Delta. All three organizations exhibited
absorptive capacity tendencies. All three Executive Directors and Board Chairs clearly
described how they actively seek new knowledge and acquire it from several sources such as
new board members intentionally recruited because of specific skills or professional
backgrounds (Tushman and Scanlan 1981), their national body (in the case of Beta), other
nonprofit organizations with similar missions working in different markets (Zorn, Flanagin, and
Shoham 2011); and attending conferences or workshops. Often the small organizations
discussed or demonstrated how they used informal relationships to acquire information from
individuals outside the agency:
Well, here's what I've tried to do. I live in a neighborhood of Caterpillar people,
and most of them are black belts or engineers. So I pick their brains and learn
about how to run an efficient operation. (Executive Director, Delta)

In these board meetings, I witnessed a similar process in which the conversation turned to
brainstorming in order to identify an individual within the community with specific expertise or
the social contacts to introduce the agency to a particular resource. Once the expert was
identified, board members quickly formulated a strategy to contact the person. Board meetings
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were filled with phrases describing knowledge acquisition and assimilation such as “we’ve
needed that for so long,” “I’m so glad we have that now,” or “we’re missing that piece.”
Knowledge acquisition also took on more-formal development. In the case of Alpha,
the board was developing its collective knowledge:
One of the things they've done as a board is read Good to Great by Jim Collins.
This was the new board president’s idea. They intentionally decided to take the
summer in order to do research in preparation for strategic planning in the fall.
Good to Great is part of that research, and the entire board is reading the same
book to use for discussion and inspiration. (Field Notes, Alpha)

For a very small organization, Alpha was preparing itself to pursue a substantial vision in the
near future. To their credit, board members were are taking time to first acquire new
information and then consider how to best assimilate it into their organization.
The very small organizations also transform and exploit new knowledge. In some
instances, transforming existing routines in the organization occurs within a short period of
time. For example, when Delta’s Executive Director started in that position, the organization
maintained its financial records in a paper ledger book. Within a few weeks, the Executive
Director researched accounting software (acquire), selected a product (assimilate), solicited
advice from experts regarding transferring records from paper to computer into that particular
software program (acquire), launched the new system (transform), managed the bookkeeping
herself for several weeks (transform), and then eventually hired a staff person to be the
bookkeeper (exploit). Today, the agency produces more-sophisticated financial reports for
better decision making at both the administrative and governance levels. In this instance, the
dimensions of absorptive capacity were fluid as the new information moved through the
organization.
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Transformation sometimes takes time and planning using methods adopted from the
for-profit sector (A. Brown 1980). For example, Beta’s Executive Director invested a great
deal of effort designing a business plan to expand services into neighboring counties.
Acquiring new knowledge and assimilating it took months in this case.
[The Executive Director] had all the tactical and strategic pieces organized to
make sure it was laid out in a way that it was feasible. We had a timeline and all
sorts of things. So she did all that heavy lifting, and now the board can decide.
(Board Chair, Beta)
For the most part, Beta is comfortable taking its time exploiting new information: “slow and
steady wins the race” (Executive Director, Beta). In fact, its national body is anxious for Beta
to expand, while Beta is more apprehensive and wants to assemble additional information and
resources.
One of the very small organizations demonstrates how transformation takes place
quickly. Last year, Delta decided to intentionally recruit someone with fundraising experience
to its board of directors to improve the knowledge and skill base of the board (Worth 2014).
With his experience, one new member is an event planner who dramatically changed how Delta
produces special events. The new board member immediately began transforming existing
fundraising practices in the organization with his experience. In turn, that information was
exploited when several successful fundraising events were hosted. Other board members are
learning from the event expert, but the real impact to the organization was made immediately at
the transformation dimension. Another example of information transformation involved a new
process at Beta. The staff wanted to update their volunteer acknowledgement process to
increase retention and hopefully support future fundraising efforts. The Executive Director
gathered best practices from similar organizations and brought them to a staff meeting:
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We’ve been talking about [a new volunteer acknowledgement process]…. I
thought we were just theoretically talking about. The staff said, “No. We are not
theoretical. We need to make it happen.” So now it’s happening. (Executive
Director, Beta)

Here, the chief executive was expecting a period of assimilation; however, the staff was
prepared to exploit the new acknowledgement process as soon as possible.
Although new information can quickly transform existing structures, transformation and
exploitation are not easy dimensions for a very small organization to master.
Several times, [the Executive Director] said things like, “We have to change.
You know, we've been doing things the same for forty years. We have to
change how we run [Alpha].” The board has resisted, but now they are on a
path of changing their policies and procedures and how they operate. (Field
Notes, Alpha)

Very small organizations seem to change through small steps (Kapucu, Healy, and Arslan
2011). Again, the example of Beta’s expansion is typical. Its business plan was crafted using
a great deal of newly acquired information. The plan can be interpreted as a transformation and
exploitation strategy. Not only will Beta’s programs expand, but policies, procedures, and
structures will be transformed in order to establish new competencies (exploitation). However,
the implementation of the plan will take time. In another example, Alpha’s Board President
reiterated, “we have to be patient” several times at its board meeting in reference to designing a
thorough plan prior to executing it.
Exploitation of information at small organizations is revealed through words like
updates and change. For example, the board meetings at a very small organizations included
phrases such as, “we have to update that policy now that we have [new process] down,” “that
policy is old, and we need to change it to reflect the new way,” “it’s so much better doing it the
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new way.” The boards seem eager to streamline processes and become more efficient using
new ideas that allow them to innovate (Nonaka 1991). A general optimism prevails at these
board meetings. A sense of “we can be better” and “we are improving” is shared around the
board table.
Upon analyzing the data, this proposition is supported: very small organizations exhibit
modest absorptive capacity tendencies. Though these organizations do not have large staffs,
they are able to articulate what information is needed for their agency, acquire it, and then
interpret how it can best be used in their organization (assimilation). Because there are few
staff members and limited structures in very small organizations, transformation and
exploitation can be difficult if the agency is unwilling to change or is too comfortable with the
status quo. However, once an organization decides to change, newly assimilated information
can transform existing structures and processes. Furthermore, examples of transformation with
little acquisition or assimilation are possible, such as in the case of recruiting an expert into the
organization. Pressures (such as a funding crisis or human resource demand) expedite the
transformation of routines as well. Finally, the three researched very small organizations report
a sense of accomplishment and increased performance when new information is exploited
within their organization.
To further consider the size of the organization’s influence on absorptive capacity,
small organizations were observed. It is assumed that small organizations have staff and
therefore many points of access for information acquisition; however, small organizations
struggle with balancing limited resources and program demand. Essentially, these
organizations are less agile compared to very small organizations (Dove 1999). Small
organizations are classified as having annual expenditures of $500,000 to $2,999,999.
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Although categorized as small, these nonprofits support staff members and often incorporate
volunteers into their programs. Small organizations have a hierarchical structure with
dedicated program staff providing direct services and management positions coordinating
administrative demands. In this research, Epsilon and Gamma are the two small organizations.
Both Epsilon and Gamma exhibit absorptive capacity tendencies; however, these are
two very different entities. Gamma has a much larger staff and is an established agency in the
community, while Epsilon is relatively new and has a small staff providing virtual services to
its clients over a large geographic area. Nevertheless, both boards utilize a similar strategy to
acquire information. Basically, the Executive Directors have the responsibility of securing
needed information and bringing it to staff or the board for assimilation. The Executive
Directors report tapping into a specific board member’s expertise in order to obtain certain
information. Epsilon is a member organization, and its board is comprised of representatives
from the collective who are mission experts and able to provide detailed information and
insight. Gamma’s board members represent diverse backgrounds and are not mission
specialists. However, both Executive Directors utilize board expertise. Both mentioned that
they often reach out to board members through informal exchanges like email or over the
phone. They rely on the board members for direct assistance or an introduction to someone not
connected to the organization who can provide needed information.
Epsilon and Gamma exhibit similar assimilation strategies as well, with the Executive
Director taking the lead (Peet 2012). The chief executives use acquired information to develop
a plan of action, or several contingency action plans, for consideration by decision makers. The
plan might be presented to the full board, a board committee, or the executive committee that
then considers it. Here is an example from Epsilon’s Executive Director explaining the typical
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process. She first explained how she gathered information from several internal and external
sources:
We presented the half dozen ideas at the board meeting, the board talked about it
and said that they wanted an opportunity to converse back with their
organizations and get a little input before they made any decisions. (Executive
Director, Epsilon)

The Executive Director explained that board members often return to their home organizations
for feedback which is then brought back to an Epsilon board meeting for discussion and final
decision making.
The Executive Directors of Epsilon and Gamma also look outside of the organization to
acquire new information (Letts, Ryan, and Grossman 1999). The Epsilon Executive Director
periodically meets with other chief executives from similar organizations around the state. She
considers them colleagues and points out that because they share similar concerns, they can
discuss solutions and share ideas (Zorn, Flanagin, and Shoham 2011). Epsilon even looks to
other states with similar organizations for information:
[T]hroughout the planning process and now even as we continue, we have been
able to reach out to other places. One of the models that we looked at closely
was Nebraska. Nebraska came in quite often in our planning stage. Nebraska as
a state looks a lot like central Illinois: we had similar populations; they have
some urban communities but lots of room in between, and so do we. So looking
at what they had done, how they structured it, what their pricing model was for
membership was very helpful for us. (Executive Director, Epsilon)
Gamma’s Executive Director is skilled at networking and has created an informal group of
nonprofit executives he frequently contacts. For example, he explained how Gamma lacked a
social media policy as well as a staff or board member with social media policy knowledge
(Schneider 2003). Therefore, he solicited help from his network and within days had several
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social media policies at his disposal. He used one as a basic template and elements of others to
draft Gamma’s policy. He presented the draft to a board committee where more information
assimilation occurred. Gamma’s Executive Director has a strong local network of
professionals he relies on to acquire information; however, he believes it is important to extend
his resource base even further:
I brought relationships in some organizations from the places I [previously]
worked to here. Some relationships I had to walk away from because it didn’t
make sense [because of different missions]…. One of the things I am missing
here that I had in other places, and I am still trying to work on, is network on a
state and national level. I had that in other places [where I worked]. (Executive
Director, Gamma)

Acquiring new information for the organization is not just reserved for the Executive
Directors. The Program Director from Gamma also discussed actively seeking new
information to benefit the agency. She shared how difficult it is to stay current with funding
changes from Medicaid and Medicare which directly impact its clients and service delivery.
The funds for Medicaid and Medicare are a good source of information. They
do put out newsletters, but you really have to be willing to do research…. I do
belong to a couple of professional organizations that also provide something tied
into those organizations, but you really do have to kind of spend some time
researching. (Program Manager, Epsilon)

Board Chairs also acquire information and assimilate it into the organization (Letts, Ryan, and
Grossman 1999). Chairs explained how they, too, are seeking information from different
sources and bringing it to the chief executive or specific committees for assimilation. Chairs
quite often use the pronoun we to describe this as a board effort. For example, phrases such as,
“we need to get that information so we can….” were very common at board meetings. Though
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one or two individuals may ultimately be assigned the task of acquiring the information, it was
regarded as a collective action of the organization.
The small organizations place a great deal of responsibility on their Executive Directors
to acquire new information and assimilate it into the organization at the staff and board levels
(Worth 2014). However, staff and board members actively pursue information as well.
Conversely, assimilation and transformation appear concentrated at the staff level. The staff
assimilate newly acquired information as they develop new policies or recommendations that
are then implemented by program staff or taken to the board for approval. The board gives the
staff a great deal of freedom to understand the market (acquire information), process it
(assimilate) and use it to make adjustments to service delivery (transformation and
exploitation). The Epsilon and Gamma boards trust their chief executives to not only keep the
organization running but strategically viable. The basis of this trust between board and chief
executive is built on strong personal relationships:
I have appreciation for the board because of their commitment to the mission.
But to be honest, there is that relationship kind of thing we had to build…. It
continues to improve, but there are several [24] of them. (Executive Director,
Gamma)

The chief executives are entrusted with a great deal of responsibility, but the boards are still
engaged within acquiring information, assimilating information, and governance issues such
passing social media policies and building relationships with stakeholders (Worth 2014). It
seems that newly acquired knowledge is transformed at the staff level and exploited by
program or administrative staff. However, quite often, the board is part of the transformation
effort. It is are presented with drafts of new policies or procedures for discussion and approval
or modification. The board is actively part of transformation.
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[Staff will] put together what we think covers the agency and what is needed.
Then, the policy and audit committee will look at that. The [committee
members with legal backgrounds] will word it differently…[for liability
reasons]. It will get down to a finished document, and then the committee
makes the recommendation to the board. Pretty much, it will start internally,
we’ll look to that policy and audit committee to review it from the legal point of
view. [Other committees will review it for their] point of view just to make
sure. (Executive Director, Gamma)

Epsilon and Gamma rely on the chief executive and management staff to assimilate and
transform newly acquired information; however, the board often plays a vital role in these
dimensions. Exploitation emerges at the staff level. The Program Manager who interacts with
clients gives some insight into the exploitation dimension at Epsilon. Clients respond to
services or changes in the market, providing instant feedback to her. She attempts to secure
supporting information to discuss with the full staff:
I can bring something up in the team meeting that we'll discuss. I usually try to
bring a white paper or something. Some sort of article of interest to kind of give
them [a] leaping off point to whatever I am trying to propose or discuss. I can't
say everything has been accepted well. (Program Director, Epsilon)

Prior to analyzing the data, it was assumed that small organizations would exhibit the
weakest absorptive capacity tendencies. This is supported to a certain degree. Epsilon and
Gamma certainly benefit from acquiring new information from many sources. They utilize the
chief executive, board members, and staff members who occupy programmatic and
management positions (Worth 2014). The assimilation and transformation dimensions are
staff-driven as the executive director and management staff interpret new information and use it
to adjust existing services, policies, or procedures. However, board members and committees
play key roles in these two dimension. Staff can then exploit the knowledge when they provide
services or administrate the agency. Therefore, small organizations are not weak but rather
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utilize two focal points in the assimilation and transformation dimensions: purely staff driven
as well as staff-board driven. It appears the Executive Director funnels some newly acquired
information to the management team for assimilation and possible transformation. However,
some newly acquired information requires assimilation and possible transformation at the board
level. Assimilation and transformation may take longer at the board level due to intermittent
meeting schedules and the formal decision making process at the governance level. Therefore,
it is not that absorptive capacity is weak in small organizations; it is more accurate to argue that
absorptive capacity exhibits dual courses in small organizations because of the tandem role of
board and staff for the acquisition, assimilation, and transformation dimensions. Absorptive
capacity is not necessarily weak, but it may be slow, or even imbalanced, if either the board or
the staff struggles with one of the dimensions.
Finally, it is assumed that medium and large organizations have ample human and
financial resources to scan the environment and capitalize on new knowledge (Stevenson et al.
2002). Their staff structures afford them absorptive capacity opportunities that very small and
small organizations cannot accomplish. Medium and large organizations have annual
expenditures of $3,000,000 to $25,000,000. The researched organizations in this category are
Kappa, Omega, and Zeta. These agencies have substantial staffs at the administrative and
programmatic levels and hierarchical structures including supervisory-level positions, program
managers, and sometimes department managers or vice-presidents. Volunteers may be
involved in providing services to clients, but staff are the primary service providers (Salamon
2010).
The Executive Directors at Kappa, Omega, and Zeta function under expectations similar
to the chief executives at Epsilon and Gamma: to run the organization effectively. Run means
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to control all aspects of both daily operations and the long-term sustainability of the
organization (Herman 2010). The board places the chief executive in the driver’s seat. This is
likely because of the size and the complexity of the organization.
We have a great board and always have had a great board, but a board of
directors still doesn't understand the rights, the guts, and the workings at the
state level…. They think they know, but you can't get up to speed at that kind of
level in a day or four days [of board training]. (Executive Director, Omega)

Therefore, when assimilating knowledge into the organization, the Executive Director plays a
vital role in securing essential information. The researched chief executives use a variety of
methods to acquire information: serving on statewide boards and government committees;
regularly meeting with funders; building relationships with local, state, and federal politicians;
recruiting highly skilled board members and staff specialists; and using sophisticated internal
data collection strategies to monitor service outcomes and financial resources.
The researched medium and large organizations not only utilize chief executives to
acquire information but management level staff as well (Worth 2014). Just as the Executive
Directors are members of associations or committees in order to collect information, managers
are additional points of information acquisition:
[The Human Resources Manager] goes to whatever [conferences] she wants to
do with HR. [The Program Manager] is going everywhere right now trying to
learn [services]. [The Information Technology Manager] goes to several
vendor-driven initiatives related to our IT systems. (Executive Director, Kappa)
They [management team] are very involved as a team in different state
associations and keeping track of what trends are and legislative things. They
are very aware of what's happening at the state level legislatively and budgetary
wise.... Those trends and activities that are happening in Springfield.
(Board Chair, Omega)
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The chief executives interact with several influential state-wide decision-making bodies or
individual decision makers who guide the industry (Pettijohn et al. 2013). Most often, these are
committees or boards of state-funding agencies. These interactions afford the medium and
large organizations the opportunity to not only acquire information from influential sources but
also to provide input to policy makers within their respective industries as policy is being
formulated.
We have really allowed [the Executive Director] to manage the relationships in
the legislative world and what I'll call [state] agency world…. We at least have
a front seat on what is coming and what legislators are talking about. (Board
Chair, Zeta)

The Executive Directors of Omega and Zeta report that state agency directors and decision
makers have contacted them in the past regarding new public policies. These researched chief
executives are considered trusted industry experts, and their knowledge is a valuable
commodity at the state and federal level.
Kappa and Zeta utilize data collection and reporting to generate their own information
internally (Feiock and Jang 2009). These organizations have staff positions dedicated to data
collection who produce reports and matrices for the Executive Director and board. Some
reports are dashboard in nature and are produced weekly. They track service output and
outcomes as well as financial benchmarks. Other reports are generated periodically and are
utilized in the board room for governance level decision making. Zeta’s Executive Director
pointed out that his most important department in the entire agency is data collection because it
keeps “the ship upright.”
The [dashboard system] was in place [when I came], but they weren't using it
right. It was in place to say we have it. It wasn't being utilized to demand high
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performance. All my top staff are required to have dashboards…. They all have
to have research timelines. (Executive Director, Zeta)
Kappa’s Executive Committee meeting was driven by internal reports developed through
extensive data collection:
Colorful graphs and tables depicted snapshots of complicated calculations
illustrating Kappa’s fiscal position. There were few outputs and mainly
outcomes. Figures were benchmarked against previous points in time, annual
projections, and different service areas. The Executive Director commented on
how adjustments were being made at the agency or what adjustments might be
needed in the future. The committee members soaked in the reports and asked
questions regarding risk and future sustainability. They did not question how
figures were generated nor did they ask specific questions. They were focused
on the broad strategic picture. (Field Notes, Kappa Executive Committee
meeting)

While all three medium and large organizations utilize financial projections in decision making,
the Kappa example illustrates the complexity of tracking, monitoring and benchmarking
services with multi-million-dollar agency budgets. The Executive Director receives twentyfour reports every day from his management team depicting their service or management area’s
performance the day before (Executive Director, Kappa).
The medium and large organizations rely on staff to assimilate newly acquired
information (Stevenson et al. 2002). Information is generated internally through data collection
and reporting, or it is acquired from other sources internal or external to the organization. All
three organizations report assimilating acquired information into business plans with
contingencies predicting possible scenarios. Omega finds itself in a particularly challenging
situation due to its mission area. Omega is in a holding-pattern due to three factors: the
miserable state funding situation, a federal lawsuit impacting all service providers in its
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industry, and expected revisions in funding and service requirements from state funding
agencies.
So my message to the board is that we're in a take-a-deep-breath phase….
Those [three factors] are looming. They’re things that nobody knows what's
going to happen to them. So nobody's willing to step out there and do
anything—keep in mind there's no funding to do it. Everybody [in our industry]
right now is trying to survive—just make it until we figure out what's going to
happen. (Executive Director, Omega)

Omega is constantly acquiring and assimilating information but choosing to only make small
transformations in policies and services. Transformations occur as funding streams slowly
evolve and shifts are made in client services. But for the most part, Omega stands at attention
waiting for major decisions to be made at the state and federal levels. Likely when that
happens, transformation will be quick, and possibly dramatic, in order for the organization to
exploit the information. In this environment, it is difficult to be proactive, as the Executive
Director makes clear:
One of the things in—not in all social services but in a lot of them and certainly
anything that's Medicaid funded—is all services are basically reactive. Not
proactive. Because it's about funding. And what is proactive is trying to find
creative ways to do what you do within that, so when you say about staying
fresh…. It’s basically [about trying] to keep up and knowing what's going on.
(Executive Director, Omega)

Kappa is in almost the opposite situation. Kappa is rapidly expanding its services to
new locations and geographies. It has built a strong reputation of providing quality services to
clients, which has fueled its expansion for more than a decade. Kappa has perfected acquiring
knowledge about a potential service area, assimilating it, and knowing how to transform
existing services, policies, and procedures to provide service in the new area. Therefore, Kappa
is able to quickly exploit information:
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We started doing [this service] at [a particular client] three years ago. So from
that [client], we have learned how to do something, and now it's being [done
with other clients]. (Executive Director, Kappa)
Expansion of this service across Kappa’s entire territory is currently being considered. It has
the potential to impact clients and be a solid revenue source for the agency. Zeta is quick to
exploit information as well. The chief executive showed one of his dashboards to me. When
the indicator was strong, it was highlighted in green; when it was at a below-average level, it
was highlighted yellow; and indicators showing extreme distress where highlighted in red. He
had this to say when he explained the report’s relevance to decision making:
When you start seeing red. [Pointing] Red. Red. Whatever it is. All these
different reds. Those programs are pretty easy to figure out. That program's
probably not even going to be on here [in existence] next year. You have to
keep your own data and use it. (Executive Director, Zeta)

The dashboards and matrices Zeta and Kappa utilize are not just about the data. Certainly they
represent acquired information. But more importantly, because these tools have been
developed over time, refined repeatedly, and illustrate numerous data points simultaneously,
the information is exploited almost instantaneously. Zeta may soon discontinue a program. In
Kappa’s case, their Executive Director explained a few instances when he and the board had
decided not to pursue an expansion because “the numbers weren’t right,” meaning it was not an
advantageous service expansion.
Upon analyzing the data, medium and large organizations seem to exhibit the strongest
absorptive capacity tendencies of all size categories. Kappa, Omega, and Zeta use board, and
staff to acquire information from a variety of sources, including state and federal decision
makers. The Executive Directors engineer information acquisition by positioning staff,
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recruiting experts to the board and generating internal performance outcome data. The
organizations can transform and exploit new information by either holding constant in their
programming (as in the case of Omega) or making adjustments to services, discontinuing
services or choosing not to expand services (in the cases of Kappa and Zeta). The medium and
large organizations use specialists to drive absorptive capacity in all its dimensions and can
therefore react quickly to new information and fluctuations in the market.
The first theoretical proposition considers whether nonprofits exhibit absorptive
capacity relative to the size of the organization. According to this data, absorptive capacity is
indeed present in these eight nonprofit organizations. However, what differs is how these
various nonprofits acquire, assimilate, transform, and exploit new knowledge based on their
size. Very small organizations have the advantage of a tightly knit board and chief executive
who can quickly respond to new information and exploit it in their organization (Dove 1999).
However, the very small organizations can only manage a limited amount of new information
coming into their organization because of their size (Kapucu, Healy, and Arslan 2011). Very
small nonprofits may be agile in absorbing information; however, there are limits to the
quantity of information that can potentially be absorbed by the organization. Medium and large
organizations are somewhat the opposite of very small nonprofits. Medium and large entities
have the advantage of a staff structure filled with specialists working as a small army to secure
and leverage new information (Stevenson et al. 2002). However, the burden of managing such
large enterprises requires a highly skilled visionary in the chief executive position—someone
who can secure and manage the right information at the right time in order to make the right
decisions to ensure the long-term sustainability of the organization. Medium and large
organizations may have the absorptive capacity horsepower to churn through new information;
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however, it does not come without risk and extensive organizational demands. Small
organizations find themselves straddling two absorption worlds: one in which information is
absorbed by staff and one in which that work is done by the board. A dual structure exists in
which staff and board work closely to absorb information. Dual structures are advantageous to
these organizations; however, the acquisition, assimilation, transformation, or exploitation of
new knowledge can therefore become slow and cumbersome. In summary, the first theoretical
proposition is supported; nonprofit organizations exhibit absorptive capacity but at different
levels depending on the size of the organization. This finding supports existing literature about
size and nonprofit program management or governance (Dove 1999; Kapucu, et al. 2011;
Beijerse 2000; Salamon 2010).

Theoretical Proposition 2: Influence of Board and Staff Leadership

The second theoretical proposition states that absorptive capacity is influenced by board
and staff leadership (Mitchell, Agle, and Wood 1997; Renz 2010; Herman 2010). This
proposition is based on the assumption that leaders set the stage for an organization to
successfully acquire, assimilate, transform, and exploit new information. For example, leaders
develop budgets for staff to attend trainings or conferences, orchestrate internal and external
meetings to discuss agency business, encourage the development and dissemination of best
practices, and manage policies and procedures (Herman 2010; Worth 2014).
The leaders of these organizations actively pursue bettering their organization. “Better”
takes many forms but boils down to using new knowledge to improve or expand services to
clients (Dalkir 2011). Executive Directors and Board Chairs articulate what is better in many
ways such as, more-consistent fundraising, larger program space, recruiting more-skilled staff,
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creating a new staff position or growing a position from part-time to full-time, solving an
administrative problem, cleaning-up a process, purchasing new software, expanding services to
a new geographic area, establishing a data collection process to secure the right data for better
decision making, partnering with other organizations, articulating a vision for the future, or
establishing a cash reserve. There are countless more examples of organization learning
(Child 2006). Agency leaders articulating better is the language of capacity building. New
knowledge opens the door for innovations (Nelson and Winter 1982). Their efforts can easily
be categorized as Sussman’s organization, programmatic, or adaptive capacities (2003). While
it is interesting that these organizations all envision a better nonprofit, more revealing is the
source of their capacity building efforts which speaks directly to testing this theoretical
proposition. Do leaders influence absorptive capacity (Mitchell, et al. 1997; Renz 2010;
Herman 2010)?
The data reveal that nonprofit leaders can be the catalyst for capacity building initiatives
and therefore influence the absorptive capacity of an organization. For example, Alpha’s
Board Chair has effectively moved the organization in a new direction and has quickly changed
the culture at Alpha to aggressively increase services and enhance the management of the
agency. He could be considered a capacity building spark, but arguably he is more of a
capacity building explosion due to the big changes he has inspired in such a short period of
time. He is blazing the trail for Alpha. His strategy to have the entire board read Good to
Great and use it as a guidebook for growth is an excellent example of how a nonprofit leader
influences information absorption. Reading the book illustrates information acquisition,
discussing the book at board meetings is assimilation of new information, and the new
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knowledge is slowly being transformed because existing routines are currently changing. The
board meeting agenda and discussion focused on changing policy and procedures:
As [Executive Director] finished the profit and loss report, one of the board
members pointed to the small surplus of funds. He explained how he had
located a policy from his church outlining how profits were managed and
invested for a “rainy day.” The board discussed the importance of adopting such
a policy so “everyone is clear.” The board member said he would draft a policy
and share it with [Executive Director]. It would be available for discussion and
approval at the next board meeting. (Field Notes, Alpha Board Meeting)
Similar to Alpha’s Board Chair, Zeta’s Executive Director has influenced the organization’s
information absorption. In a very short time, he has choreographed “a total hundred-percent
shift from how [our] culture has been for years” (Executive Director, Zeta). He has reorganized
the staff, put new processes in place, created mentoring partnerships for managers, instituted
new data collection procedures, and established connections with local and state stakeholders.
He has been instrumental in influencing every dimension of information absorption at Zeta.
Alpha’s Board Chair and Zeta’s Executive Director are just two of countless examples
illustrating how a nonprofit leader directly impacts information absorption within an
organization.
However, there are other ways nonprofit leaders influence an organization’s
information absorption. All eight organizations referenced a future vision for their agency or a
strategic plan guiding long-term sustainability efforts (Osborne and Gaebler 1992; Williams
and Lewis 2008). Visions and strategic plans are produced by a nonprofit’s leadership and
demonstrate acquiring, assimilating, transforming, and exploiting new information. For
example, leaders at Beta, Gamma, and Kappa wanted to expand services to new geographic
areas. This type of vision forces these organizations to acquire new information regarding the
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target areas, to assimilate new information as each organization considers how existing routines
must change, to transform the new information in order to effectively refine routines, and
eventually to exploit the new information to support successful expansion. Any vision or
strategic plan requires the organization to secure and process new information in order to reach
its desired potential (Bryson 2010). More importantly, it is the leadership who designs the
vision or plan (Bryson 2010).
Several Executive Directors explained how they invest in staff members in order to
develop skills and improve efficiencies in program delivery or administration (P. Murray and
Carter 2005). This is another way that nonprofit leaders influence information absorption.
Nonprofit staff can be developed in multiple ways: Alpha’s staff attends regional meetings of
organizations with similar mission, the entire Beta staff attended their national body’s
conference last year, Kappa sends management staff to conferences in their area of
specialization, Zeta’s Executive Director created an internal mentoring program for mid-level
managers and also paired the senior managers with top community leaders in mentoring
relationships, and several organizations constantly train front-line staff to remain current about
job-related techniques to maintain licensing, accreditation, and certification requirements.
Most importantly, several Executive Directors, and even Board Chairs, explained how they
groom staff to take on more responsibility or move into higher level positions. Leaders believe
that investing in staff members develops skills and ultimately improves their organization
(Herman 2010). Though this type of investment requires financial and human resources,
nonprofit leaders generally commit to this strategy. However, Executive Directors and Board
Chairs often lament that their tight budgets cannot withstand more staff development (Lettieri,
Borga, and Savoldelli 2004). For example, Delta is planning to send a new staff member to a
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specialized training to gain a specific certification for serving clients. However, the training is
cost-prohibitive because it is expensive, located a great distance from Peoria and lasts several
days. But sometimes, money is not an issue as the Executive Director of Kappa confessed:
“It’s a little unusual that we really don't have limitations on what we spend on [staff
development].” Kappa assists with tuition reimbursement and encourages staff to attend
trainings and conferences in their specialty area. He believes the investment has been essential
to Kappa’s success and rapid expansion. Investing in staff is another example in which a
nonprofit’s leadership is influencing absorptive capacity. These educational opportunities
prompt the acquisition of new knowledge at a minimum. Knowledge assimilation,
transformation, or exploitation may not automatically occur just because a staff member is
trained or attends a conference. However, several references were made to times when
assimilation, transformation, and exploitation did occur because a staff member acquired new
knowledge through intentional training. Leadership is creating a conducive environment for
knowledge acquisition at a minimum when they invest in staff.
Likely one of the reasons that Kappa is able to provide staff numerous continuing
education opportunities is because of the organization’s size and financial stability. Secure
funding, and especially a cash reserve, protects a nonprofit from potential short-term threats
while simultaneously providing the opportunity to experiment within the organization. It can
explore new programs, adjust administrative procedures, or expand staff. In the case of Kappa,
a healthy balance sheet and a cash reserve allow the organization to send staff to conferences
and trainings. However, this was not always the case, as the Executive Director clearly
explained this type of staff investment was not feasible earlier in Kappa’s history. Financial
stability and organization size matter. Kappa, Omega, and Zeta are able to develop staff
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through conferences, consultants, and specialized trainings. On the other hand, Alpha, Beta,
and Delta have limited resources to invest in these types of activities. However, regardless of
size, all of the organizations capitalize on no-cost or low-cost training and mentoring
opportunities. For example, a common strategy is connecting a staff person with a board
member possessing a specific professional skill. In some cases, pairing an organization’s
financial staff person with an accountant or other financial expert on the board provides muchneeded advice and guidance about developing the organization’s budget or completing the
annual audit. Another common strategy is attending local nonprofit training sessions such
Fundamentals of Nonprofit Business or United Way sponsored events. Size also matters when
an organization considers a major decision such as program expansion or new program
development. The larger organizations have multiple programs and funding streams and
therefore the ability to absorb budget shortfalls or other environmental disruptions (Young
2010). They can afford to take more risks because reserves and other funding streams protect
the entire organization:
We have enough other things going on that we really have the ability to engage
in something new without worrying very much about the financial health of the
organization overall…we have a portfolio [of programs]. It won't put the whole
organization at risk. (Board Chair, Zeta)

However, small organizations with tenuous financial stability function in a different reality.
I don't think [our ability to take risks and experiment is] true, for a lot of
nonprofit organizations. It's inherently very risky from a financial standpoint for
them to do something new and different. Maybe because they are [more]
monoline-focused than we are. (Board Chair, Zeta)

Smaller organizations must carefully assimilate, transform, and exploit information. Though
they may have clear aspirations about how to exploit new information, the risk may be too
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great and could place the entire organization in jeopardy. Financial stability and size matter
(Salamon 2010; Young 2010).
As discussed, nonprofit leaders can directly influence information absorption by
personally launching capacity building initiatives, setting the vision or strategic direction for an
organization, or investing in staff (Mitchell, Agle, and Wood 1997). Leaders seem more
directly responsible for these activities, but appears leaders also indirectly set the stage for new
information. For example, the Executive Directors at Gamma, Kappa, Omega, and Zeta
actively participate in state agency committees or interact with state agency decision-makers.
Their participation places them at the table were policies are shaped and funding decisions are
discussed (Milward 1996). The chief executive acts as a conduit for information rather than the
source. New knowledge from the state is essential for the well-being of these four
organizations that rely on multiple agencies for funding and regulatory oversight (Smith 2010).
The knowledge acquired by the Executive Directors from the state agencies is quickly
assimilated to determine how the nonprofit can or should react. In turn, newly assimilated
knowledge can transform existing structures and ultimately be exploited. In this situation, the
Executive Director is an instrument of knowledge acquisition. Immediately, the organization is
in an advantageous position to access new information if the chief executive can get a seat at
the table in the first place and if the agency can afford for the chief executive to invest their
time in occupying such a seat. An agency “at the table” has an information advantage, but
agencies not occupying a seat still process new information distributed by state agencies
whenever it later becomes available. In fact, Delta and Epsilon eventually assimilate
information through bulletins and other communications from state and federal funders.
However, the Executive Directors serving on state agency committees and maintaining
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interactions with policy makers are information acquisition conduits which gives their agencies
a competitive edge to assimilate, transform, and exploit the information. They set the stage for
absorptive capacity in an indirect manner by serving as an information conduit.
Another example of nonprofit leaders indirectly setting the stage for processing new
information is managing the multiple demands or features of an organization (Corder 2001).
The Executive Director of Beta described this phenomenon as “hitting all fronts.” She
explained how specialized staff in the proper organizational structure can effectively manage
programs and administration when a highly functioning board pursues a dynamic vision and
secures adequate funding with a competent and inspirational chief executive binding the staff
and board together to create a healthy nonprofit organization. To summarize, a great staff
produces great programs with the support of a great board and chief executive, resulting in a
great organization. Developing and then sustaining a great nonprofit organization is no easy
task. As previously discussed, a successful nonprofit balances the demands of daily operations
with the pressures of long-term sustainability; this is the trees and the forest. Nonprofit leaders,
both the chief executive and the board, are instrumental in designing the structure of the
organization by hiring specialized staff, creating a dynamic vision, securing adequate funding,
and connecting staff functions to the board’s governance and financial responsibilities (Herman
and Heimovics 1995). More aptly put, nonprofit leaders make the organization hit on all fronts,
which requires competently acquiring, assimilating, transforming, and exploiting new
information. It is impossible to speculate which of the eight researched organizations in this
research is the most or least adept at hitting on all fronts; there is too little data and too much
diversity in the sample. However, Sussman’s capacity model (2003) provides a simple visual
representation for hitting on all fronts; the organization, programmatic, and adaptive capacities
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would be equal in size and robustness. Through the interview data, some leaders of these
organizations described organizations not quite hitting on all fronts or with unbalanced
organization, programmatic, and adaptive capacities. Some leaders mentioned that their
organization needed to develop particular skill sets such as fundraising, board job descriptions,
and staff structures (organization capacity); staff development, accreditation, and program
expansion (programmatic capacity); or making connections with community leaders,
developing partnerships with other agencies, or recruiting specific skills sets to the board
(adaptive capacity). Nonprofit leaders can influence these three capacities by ignoring,
developing, prioritizing, or interrupting them. In so doing, leaders ignore, develop, prioritize or
interrupt the flow of new information within an agency. The agency’s leaders dictate whether
the organization is hitting on all fronts or whether it only aspires to do so. Ultimately, the
leadership sets the tone for the capacity building efforts.
The second theoretical proposition explores whether nonprofit leaders influence
absorptive capacity (Mitchell, Agle, and Wood 1997; Renz 2010; Herman 2010). According to
the data collected from these eight organizations, nonprofit leaders indeed influence absorptive
capacity. In some instances, the leader sparks information acquisition, assimilation,
transformation, or exploitation by directly reorganizing the hierarchy, initiating changes in
policies or procedures, or investing in staff development. They are the force prompting the
absorption of information. However, the leader can also serve a more indirect role influencing
information absorption such as when he or she connects with state agency decision makers and
becomes an information conduit for his or her organizations. However, financial stability and
size are important considerations. Larger organizations with secure funding streams can afford
to invest in staff to generate information absorption. Nonprofit leaders set the stage for
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absorptive capacity in their organizations but do so in various functions. This reflects the
importance of nonprofit leadership as outlined in the literature (Mitchell, et al. 1997; Renz
2010; Herman 2010).

Theoretical Proposition 3: Influence of Forward Thinking and Strategic Outlook

The third theoretical proposition states that absorptive capacity is influenced by the
organization’s strategic outlook (Berman 2006; Worth 2014; Bryson 2010; W.A. Brown 2010).
This theoretical proposition grew from common methods used in nonprofit strategy such
environmental assessments, evaluations, and resource allocation, many of which were adopted
from the for-profit sector (A. Brown 1980). These tools specifically require the absorption of
new information: information acquisition and assimilation to consider new strategic directions
while the implementation of strategic ideas relies on information transformation and
exploitation. Therefore, the assumption that a strategic outlook is closely aligned with
absorptive capacity. This proposition includes three points related to a strategic outlook: that
forward thinking, an administrative engine and a professionally trained management staff
influence absorptive capacity.
As previously discussed, nonprofit leaders play a pivotal role in setting the stage for
capacity building. The desire to develop new programs or expand services prompts leaders to
articulate a vision for the future and change components of the organization to address goals
and strategic directives. For example, if an organization plans to expand services into a new
community in the next two years, a new fundraising position on staff may be created to secure
needed resources to finance the expansion, or if an organization is anticipating the retirement of
the chief executive, it may develop a succession plan based on data collection, an assessment of
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the management team, and formal review of the current directors’ responsibilities to prepare for
an executive search. All eight case study sites have an optimistic spirit and believe they are on
the path to a better tomorrow (Doherty and Mayer 2003). Likewise, they understand the
market is volatile and funding is scarce, but they are willing to change how their organization
functions in order to continue providing high-quality services to the clients who need them. As
a result, these organizations continually evolve and constantly look to the future. As previously
argued, the data collected from the case studies support leadership’s role in setting the strategic
direction of each organization which, in turn, influences information absorption. While setting
the strategic direction of an organization certainly represents the future reality of the agency, a
more general sense of forward thinking permeates the case study sites; it combines their
optimistic outlook with the importance of their mission.
Forward thinking emerges from the data in several forms. One manifestation is
generating ideas. The leaders referenced both formal and informal brainstorming sessions to
problem-solve issues, and develop plans of action. Formal brainstorming took place often
during board meetings when ideas and solutions were debated. The Executive Directors and
Board Chairs all referenced regular meetings with each other to discuss agency business,
identify issues and consider possible solutions. Many of the organizations recruited new board
members to generate fresh ideas in the board room in order to combat a stale outlook. Another
manifestation is tapping into resources such as reports and stakeholders. As previously
discussed, four organizations serve on state agency committees; Delta, Gamma, Kappa, Omega,
and Zeta conduct their own community needs assessments or rely on assessments conducted by
other entities such as the Health Department; Omega periodically hosts a group of clients to
generate new ideas; and Epsilon recently surveyed its membership to identify areas of need.
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And as a final manifestation, experts are hired or consulted to help these organizations
formulate future actions. Alpha is preparing to hire its first consultant to assist with the
expansion of its facility, Beta periodically relies on its national body for assistance, Epsilon
models some of its practices after similar organizations in other states, and Kappa and Zeta hire
consultants. While the case study sites celebrate their history, their attention is focused on the
future. They clearly intend to be viable organizations for many years to come, and a forward
thinking mentality pushes them to acquire new information from a variety of sources such as
internal stakeholders, clients, experts, and other nonprofit professionals.
Not only does forward thinking prompt information acquisition, but the case study sites
also assimilate and transform information by being prepared. Being prepared is a theme that
emerged from the descriptions of forward thinking behavior. The interviews and observations
included key words describing how the agencies patiently wait for information and then
quickly respond to it. The language of being prepared includes phrases such as: biding our
time while waiting for the state; we have to be ready for anything; “we’re in a holding pattern
waiting for decisions”; “our contingency plans are ready”; “we never know what might happen,
so we have to be ready for anything”; and “we are ready to act.” Being prepared requires the
organizations to assimilate and transform information very quickly. The agency leaders
explained how community needs, and especially funding sources, force the organizations to be
prepared at all times and have contingency plans in place. Many cited the State of Illinois’
current funding crisis as the primary culprit contributing to this phenomenon (Smith 2010).
The preparation process was echoed throughout the case study sites: first, speculate using a
variety of sources about what new information is likely to be dispersed; then, prepare plans of
action; next, wait patiently until the relevant information is available; and finally, react as

146
quickly as possible by changing programs, structures, or service delivery—hopefully according
to an existing contingency plan.
If all the sudden, the state says, you know, sorry we’re not funding [your
mission]…we don't want to be especially caught flatfooted with no idea
of what's next. And so we have pushed our team really hard in the last
year. [Staff] develops contingency plans for a variety of possible things.
You know, it could be something as severe as the state says, you know,
we no longer have money. We can't do this. It could be something
smaller…. It just, you know, put together a list of, if these things
happen--God forbid they do, but if something does—at least thought
through what our immediate, intermediary long-term plan will be if each
of these occurs. (Board Chair, Omega)

Being prepared requires information absorption. Plans of action require the organization to
contemplate potential decisions (assimilate); determine how to weave the decisions into its
existing reality (transform); and finally, how the agency will function in its new mode (exploit).
Being prepared may look reactive at first glance, but in reality it requires a great deal of
forward thinking and proactive planning involving the dimensions of information absorption.
Finally, the information exploitation dimension aligns with forward thinking in these
nonprofit organizations. More than half of the case study sites (Alpha, Beta, Delta, Gamma,
and Zeta) recently executed dramatic changes in their organization:


In the last eighteen months, Alpha refreshed its board with new members, the staff has
made fundamental changes to service offerings, and the new Board Chair has altered the
culture and direction of the organization.



In the last twenty-four months, Beta hired a new Executive Director who reorganized
the agency and is now considering a major expansion into neighboring counties within
the next eighteen months.
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In the last eighteen months, Delta hired a new Executive Director who reduced the
hours in her own position in order to increase hours of existing part-time positions and
establish new part-time positions while the board has reinvented itself with fundraising
and marketing specialists.



In the last year, Gamma hired a new Executive Director and elected a new board
president who has never served in that capacity on a board of directors.



In the last twenty-four months, Zeta hired a new Executive Director who radically
altered the structure of the organization, changed the roles and responsibilities of
management staff, is in the process of changing the culture of the entire organization,
and now the board is contemplating a capital expansion in the next year.

Every one of these nonprofits exploited new information by implementing these transitions to
address long-term sustainability and position the organization to address short-term needs.
Time and again, I heard phrases such as, “We made this change in order to do something
better.” In the organizations in which new Executive Directors are making radical changes, I
heard corresponding phrases such as, “I knew this change was needed because in my past
experience, this structure is better for growth” or “I spoke with experts and considered their
opinions and then restructured.” In Alpha’s case, I heard something similar from the Executive
Director: “The Board Chair has a wealth of nonprofit information that is changing how we do
things here.” A general strategy emerges from these five organizations that have experienced
these transitions: change the organization in order to pursue a future vision (such as expansion).
These five nonprofits illustrate how forward thinking prompts the exploitation of new
information which triggers changes in the organization in order to pursue a new vision.
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Forward thinking influences absorptive capacity because new information can be
utilized to create a competitive advantage (Bell 1976). The overwhelming sense of improved
performance in the future permeates these organizations. Leaders are convinced that work they
are doing now will lead to a better organization in the future. Being prepared for changes is
vitally important to their survival (Smith 2010; W.A. Brown 2010). Therefore, acquiring new
information is essential. This is especially true for organizations that receive state funding.
Assimilating and transforming information is certainly relevant, but sometimes assimilation
and transformation occur in the development of a contingency plan that is not immediately
implemented or is maybe never implemented. Being prepared is again very important for
organizations receiving state funding (Smith 2010). Finally, information exploitation occurs
once plans are put into action or when nonprofit leaders change the organization to better align
future needs and strategic objectives. Forward thinking influences absorptive capacity in many
ways, but state funding is a key force driving information absorption and will be addressed in
the discussion of the fourth theoretical proposition.
The second component of the third theoretical proposition focuses on the administration
of the organization. This assumption is derived from Sussman’s nonprofit core capacity model
(2003). Organization capacity includes the organization’s administrative functions such as
accounting, processing clients, fundraising, keeping the facility safe and clean, human and
fiscal resource management, and any other staff or process that lends itself to supporting the
programs and services of the organization. Volunteers, staff, and clients are attracted to an
organization because of its mission and programs (Smith and Lipsky 1993). While vital to the
survival of an agency, administrative functions are not nearly as endearing or attractive to
internal or external stakeholders (Capozzi, Lowell, and Liverman 2003; Light 2001). For
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example, for most people, a nonprofit daycare first conjures images of small children reading,
painting, or playing under the caring direction of skilled teachers. Images of a skilled
fundraiser writing a grant for a reading program or the bookkeeper streamlining payroll
functions are not the first to come to mind. However, the three-year-old’s masterpiece is never
finger-painted without the efforts of the fundraiser and bookkeeper. It seems likely that an
administrative engine helps prompt absorption of new information.
First and foremost, an administrative engine is more than likely related to an
organization’s size. Size matters, as was discussed regarding the first theoretical proposition
(Beijerse 2000; Salamon 2010). Gamma, Kappa, Omega, and Zeta are larger organizations
sometimes supporting a variety of services at their own location and/or over large geographies.
They have well-established administrative engines to support services. Staff specialists manage
certain aspects of administration and often must have specific degrees or training to qualify for
their position. On the other hand, Alpha, Beta, Delta, and Epsilon are smaller organizations
providing modest services at their own facility, virtually, or at other locations. They have
minimal administrative staff, and often one staff person performs a broad range of
responsibilities—or wears more than one hat. Their staff generalists have a work background
or degree related to the mission such as sociology, social work, or psychology. The reality is
again, size matters. The large size of an organization opens more avenues for information
absorption. Specialists come to the large organization with new ideas or access new
information from other sources, thus allowing the organization to acquire information.
Information is assimilated and transformed by specialists or teams of staff focused in a
particular area of the organization such as human resources or accounting. Finally, information
is exploited, and the entire organization can feel the ripple of a new policy or process. On the
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other hand, smaller organizations with less staff have fewer points of access to acquire new
information. Generalists are stretched to cover multiple organization functions, so assimilation
and transformation efforts are minimized (Stevenson et al. 2002). Likewise, exploiting
information is marginal because so much time is invested in programs and services. The data
support that larger organizations expertly absorb new information and leverage it through all
four dimensions. Their capacity to do so is influenced by an administrative engine, leadership,
and state funding as previously explained. The data also support that smaller organizations
with limited administrative engines have less absorptive capacity. This is not surprising.
However, what is surprising is that the smaller organizations aspire to develop their
administrative engines in order to support program expansion. Alpha is an excellent example.
Its skeleton staff often leave their daily duties to clean the facility, but they realize a larger
administrative engine is vital to growing their programs, the chief executive explained:
I asked [Executive Director] about the lack of administrative support and
growing programs. “We have to change how we’ve been doing things—we
were founded in 1972, and we operate like it’s 1972.” They want more support
staff in order to serve more people. It has always been expected that program
staff do everything, but they can’t operate like that and expect to serve more
people at the same time. He wants to build the structure to then support more
programs. (Field Notes, Alpha)

Kappa followed this same trajectory. The current Executive Director has been with the
organization for almost twenty-five years and started when Kappa was the size that Alpha is
today. Several times, the Kappa Executive Director pointed to how important the
administrative engine was to growing Kappa’s services to clients: “We had to get a specialist
for it. Point being, the bigger we got, the less our ability to add revenue to the equation could
be achieved by working it with generalists. We needed more specialists.” He then explained
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how the specialists bring their expertise to Kappa and their role in acquiring new information
from multiple sources specific to their responsibility area (as described in the discussion of the
first theoretical proposition). Specialists are essential to information absorption at every
dimension (Stevenson et al. 2002). Furthermore, an administrative engine filled with
specialists has great absorptive capacity. Alpha may never grow to be the size of Kappa, but it
is attempting to develop the administrative engine to expand its services. Likely, its absorptive
capacity is limited because its administrative engine is limited. However, Alpha could increase
its absorptive capacity if it grew its administrative engine with specialists. The size of the
administrative engine influences absorptive capacity.
While the size of the engine is important, the driver is equally important in considering
absorptive capacity. One of the most fascinating terms in the data is the phrase teeing up. I
first heard it in the second interview conducted.
Well, once again, I am an idea generator. It’s one of my favorite things to do is
to constantly be on the prowl to look for new ideas on how we can do things
better. So I just read newsletters, I hear about what another [nonprofit] is
doing…. I can’t bring every idea to the table or else it’s overwhelming. I’d say
[to board or staff] “I think we should think about this. We might want to think
about incorporating this into our plan for next year.” So we can start teeing it
up. (Executive Director, Beta)

She went on to describe how teeing up ideas, information, decisions, or proposals is a way of
guiding the organization towards a particular decision or destination. Every interview had
some sort of reference to teeing up actions, though the language to describe it varied: “vetting,”
“setting the stage,” “starting to draw,” “beginning to develop,” or “leg work” were all used.
I try to set the stage…I try to feed them small pieces of it. So when it's time to
present the whole thing, they're already like, “Oh, yeah. That sounds like it fits
right in with what we've been talking about.” (Executive Director, Delta)
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Executive Directors and Board Chairs utilize this tactic to prepare information for the board
and staff. It is very common for an Executive Director to gather information, organize it, and
discus it with staff, managers, or the Board Chair (Herman 2010). They formulate a plan of
action. Sometimes, the plan is presented to a board committee, executive committee, or staff
group for further discussion and feedback. If appropriate, it goes to the complete board for
presentation and action. The full board is aware that work on it has transpired and the final
product is under consideration.
[Board Chair] introduced that [Executive Director] has been working on the
budget as directed. [Executive Director] gave the presentation on the budget
research. Several options were presented. Each included projections, figures,
and alternative scenarios. She said “I asked,” “we found out,” “I researched,”
and “what we are hearing from stakeholders.” (Field Notes, Epsilon Board
Meeting).

For some organizations that collect data to measure outcomes and assist with decision making,
teeing-up is part of everyday business:
[Financial Manager]. He’s brand new. Two years. But the templates have been
there from the previous guy and the previous guy and the previous guy. If I can
get [specific] information, I know whether [this is a contract I should pursue and
bring to the board]. (Executive Director, Kappa)

Teeing-up is an important administrative tactic of Executive Directors. The board often
dispatches the chief executive to research and devise plans of action. Executive Directors also
tee-up actions they wish to facilitate in their organization such as expanding the client base
(Alpha), creating a new staff position (Beta), purchasing a new vehicle (Delta), restructuring
fees (Epsilon), creating social media policy (Gamma), developing new programs for clients
(Omega), or considering capital expansion options (Zeta). While Executive Directors are
empowered to tee-up actions for consideration, often staff members are involved in the process.
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Furthermore, all dimensions of information absorption are utilized in teeing-up. An
administrative engine likely influences how new information is acquired, assimilated,
transformed, and exploited. An organization with an administrative engine is able to absorb a
great deal of information, while smaller organizations are limited. Smaller organizations utilize
board members to assist in teeing-up certain decisions or actions because board members
function as quasistaff. Even with board member assistance, the administrative engine is limited
in smaller nonprofits because board members are volunteers giving very limited time to the
organization. Regardless of a nonprofit’s size, teeing-up demonstrates the importance of both
an administrative engine and information absorption.
The data support that an administrative engine influences absorptive capacity.
Organizations with larger administrative engines have more points through which to acquire
new information, they have specialists to expertly assimilate and transform information, and
then they have the ability to exploit information throughout the organization. Smaller
organizations have minimal administrative engines that limit this process. All organizations teeup proposals for consideration by the staff or board. The Executive Director is usually charged
with teeing-up information at the behest of the board. Teeing-up illustrates the importance of a
developed administrative engine because a team of specialists is able to absorb a great deal of
new information effectively.
Finally, this theoretical proposition addresses how professionally trained management
influences absorptive capacity (Herman 2010). This theoretical proposition assumes
professional staff are more skilled at absorbing information or are able to absorb more
information because of their training. A specialist is better equipped to understand an
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organization and market and therefore seeks new information specific to the organization’s
needs (Herman 2010; Worth 2014).
First, “professionally trained” must be defined. Professional training could be a college
degree or training received on the job by supervisors and managers. General college degrees
are beneficial in the workplace, but for this theoretical proposition, degrees relevant to the
actual position held are more relevant. For example, if an employee holds a financial position
within an agency, then degrees in accounting, finance or business would be considered most
important. This is common in the nonprofit sector, especially in smaller organizations
(Salamon 2010).
The Executive Directors of the eight researched sites have a variety of educational
backgrounds: one holds a master’s degree in business administration, two hold master’s
degrees in counseling, one holds a doctorate in social work, one holds a bachelor’s degree in
finance, and three hold bachelor’s degrees relative to mission. These degrees represent a wide
spectrum of formal education. It is difficult to make generalizations based on this sample.
However, five held top management or other executive positions prior to being named
Executive Director at their current agency. They explained how those positions prepared them
for their current role as the chief executive. In these previous roles, they gained experience
supervising staff, administrating budgets, and managing programs. They consider previous
management posts as vital stepping stones that shaped their knowledge and skills, and their
Board Chairs are keenly aware of the importance of their experience:
I really want to work hard to make [Executive Director] successful. He brings
strengths that I saw from previous positions. Namely team building. From what
I read in his own submissions, plus what I found when I did background checks,
was that he was known as a team builder. People clamored to be in his unit.
(Board Chair, Gamma)
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The three who did not receive executive training on the job through previous positions
experienced, or are currently experiencing, a baptism by fire when they stepped into their
current executive roles. These three lead smaller organizations in the sample and therefore
have limited support staff.
Never in my life was I prepared to be an executive director until the moment I
stepped into that role. Now that I know what I know, I wasn't even prepared.
(Executive Director, Delta)

Training on the job also extends throughout the organizations. Smaller organizations tend to
hire program staff with degrees or work experience relative to the mission and provide training
on the job (Salamon 2010). Salaries tend to be lower in these agencies, and turnover can be
problematic. Unfortunately, investing in staff development is costly and difficult for smaller
organizations:
Because we obviously are not able to pay a lot of money. But finding someone
that’s at the right stage of their career that wants to learn and work in a good
environment with a good mission, that’s kind of where we’re at. (Executive
Director, Beta)

On the other hand, larger organizations have the financial ability to pay higher salaries.
Because there are more supervisory layers, specialists occupy higher positions within the
hierarchy. Higher salaries demand degrees relative to the position and minimum years of work
experience (N.E. Day 2010; Worth 2014; Goulet and Frank 2002). However, on-the-job
training and staff development are constant themes in all of the agencies, regardless of size.
It is revealing to consider the role of generalists versus specialists in these organizations
(Stevenson et al. 2002). Generalists tend to have a good educational background and work
experience relevant to their position. For example, the Program Manager at Epsilon holds the
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degree that the majority of the clients she serves hold. Her work experience in the field
contributes to her credibility when interacting with clients; however, she had to learn new skills
in order to perform her job well. On the other hand, an organization like Kappa utilizes
specialists in management positions in order to grow as an organization and to maintain quality
services:
These specialists didn't exist a few years ago, but [there were problems in
service inefficiencies]. The volume of problems that needed to be fixed
[multiplied as we grew], and it drove [hiring from] generalists to
specialists…another specialist…another specialist. I hate overhead…. Before,
if you couldn’t [provide direct services], I never would hire you. That doesn't
work anymore. (Executive Director, Kappa)

The need for specialists is so great that Kappa is transforming current generalists into
specialists. This is a costly and difficult process:
[Manager] has a master’s degree. [Manager] has a master’s [degree]. All these
people have master’s degrees. [As Kappa grew], the generalists didn't have the
requisite education that a lot of jobs might require. They grew into it. Now, you
have to go back and retrofit some of these people. It's not so easy. (Executive
Director, Kappa)

Staff specialists are more pronounced in larger organizations (Worth 2014). As discussed in
the first theoretical proposition, larger organizations not only have the advantage of being able
to hire specialists who demand higher salaries, but they also benefit from staff expertise in
many ways. A benefit is acquiring new information from specialized sources, assimilating and
transforming the information into the organization, and exploiting new information.
While specialists absorb new information in all four dimensions, generalists are also
able to do this. But again, generalists are likely working in smaller organizations with limited
staff support and resources. However, a well-rounded generalist can be an essential asset to
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these entities. For example, a generalist has been instrumental in forming and now managing
the diverse group of competitors who formed Epsilon and now collaborate:
My [professional] background is in social services, but I came out of state
government where I worked with human service agencies. I brought some grant
writing experience [to Epsilon when it was organizing]…. I am using a lot of
my [education]. There’s a real psychology. What [Epsilon does for clients] is
change management. It’s a lot of change management. It’s changing hearts and
minds and getting people to embrace the [collaboration] that goes against what
they have strategically been doing all along. (Executive Director, Epsilon)

The data support that management staff who are professionally trained in their field
influence absorptive capacity but with an important caveat that professionally trained includes
both education and training on the job. It is impossible to determine the degree of influence
caused by educational background versus training on the job. However, this dataset supports
that specialists who benefit from both specific education as well as training do influence
information absorption. Therefore, larger organizations have an advantage over smaller
organizations to acquire, assimilate, transform, or exploit new information. This theoretical
proposition seems linked to the first theoretical proposition that explores how the size of an
organization influences absorptive capacity. While larger organizations have an advantage,
generalists working in smaller organizations can be very successful absorbing information.
Smaller organizations, as previously discussed, also utilize board members to bolster
information absorption.
The third theoretical proposition states that absorptive capacity is influenced by the
organization’s strategic outlook (Berman 2006; Worth 2014; Bryson 2010; W.A. Brown 2010).
The data collected from the eight case studies support this theoretical proposition. A general
sense of forward thinking drives the information absorption. Leaders envision a better future in
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which more clients are served, or programs are offered more efficiently, or the agency expands
into a new geographic location. Regardless of the specific effort, new information is acquired,
assimilated, transformed, and exploited. In medium and large organizations, an administrative
engine acquires, assimilates, and transforms information for decision makers to discuss.
Sometimes board members participate in these dimensions while at other times, they give staff
full responsibility. Smaller organizations lack administrative staff and are therefore at a
disadvantage. Their engines usually include board members to assist in information absorption.
Likewise, medium and large organizations benefit from staff specialists who bring specific
knowledge to the organization and facilitate information absorption within their focus area.
Again, smaller organizations are at a disadvantage because they cannot afford to hire
specialists. However, generalists work with board leaders recruited for their specific skill sets
to enhance information absorption. While the results of this theoretical proposition are not
surprising and reflect current literature (Berman 2006; Worth 2014; Bryson 2010; W.A Brown
2010), they highlight the great divide between smaller and larger nonprofit organizations. As
described in the first proposition, size matters when considering information absorption.

Theoretical Proposition 4: Influence of Memberships and Accreditation

The fourth and final theoretical proposition states that absorptive capacity is influenced
by memberships and accreditation (Letts, Ryan, and Grossman 1999; Thomas 2010; Smith
2010). This theoretical proposition assumes that membership in associations, accrediting
bodies, or the United Way sparks information absorption in two possible ways: in order to meet
regulations for membership or accreditation or because these organizations offer conferences or
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trainings to their members. National bodies historically influence member organizations
(Blumenthal 2003; DeVita, Fleming, and Twombly 2001; Light, Hubbard, and Kibbe 2004).
There are two organizations in the sample that belong to a national organization: Beta
and Gamma. Beta is required to sustain membership in a national body. While it does not have
direct oversight over Beta, the national body was referenced often by both the Executive
Director and Board Chair in their interviews and by board members during the attended board
meeting. For example, Beta is consulting the national organization as it prepares to expand
services into neighboring counties. Its national representative assigned to Illinois provides
input to the process including best practices from across the country, as an intermediary
between Beta and other local Illinois organizations, and as an advisor for managing the
expansion. The national organization uses an extensive intranet source to provide materials and
training for member organizations. For example, Beta recently utilized national’s strategic
planning process; executive director annual review template; volunteer recruitment,
management and retention resources; and direct program materials. The intranet includes
training videos and periodic teleconference calls for board presidents, board members,
volunteers, and staff. The videos and teleconferences are arranged by topic area.
[The national body has] teleconferences with all board chairs. They lay out the
strategic operating plan for the following year. There are a couple of those a
year. I've only been to one of them at this point, being a new Chair. They also
have a meeting for board chairs to attend and network with other board chairs. I
have not done that yet, but I would go if I had the chance. [The past Board
Chair] attended….and it would be a wonderful thing to go to. (Board Chair,
Beta)

The Executive Director perceives the national body as a blessing and a curse. It provides
unprecedented credibility with its clients and host sites while providing boundless toolkits and
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materials to aid in administration and program delivery (Zorn, Flanagin, and Shoham 2011).
On the other hand, Beta is bound to its national organization and cannot function without its
consent. There are restrictions; however, Beta believes the benefits far exceed the limitations.
For example, when the board discussed expanding into neighboring counties,
a board member asked [Executive Director] about her conversation with
[national body representative]. [Executive Director] explained she has had
several conversations with the representative. Continues frequent conversations
with her. [National body] has blessed expansion and wants Beta to act faster.
[Executive Director] is more apprehensive and wants to make sure everything is
in place first. ([Board Chair] supports slower pace.) Especially getting funding
and staff figured out so the entire agency is not jeopardized. The board voiced
support of [Executive Director] pace. Board and [Executive Director]
commented several times things like, “They are so helpful” and “I’m so glad we
have them” in side conversations and addressing full group. Although they
disagree with the national representative’s pushing to expand quicker, they
really rely on [the national body] for guidance. (Board Meeting Field Notes,
Beta)
Gamma’s national body is small and has little advisory capacity to offer the local
affiliates. There are twenty-six member organizations that share a historical connection with an
original benefactor. Over time, the missions of the member organizations have evolved, but are
still similar in nature. Representatives from Gamma attend an annual national conference,
however, national oversight is very limited. The Gamma Executive Director refers to the
national body more as a networking opportunity and source of information from peers in
similar positions. However, the national body has a new president who envisions a more active
national organization.
Both Beta and Gamma use their national bodies as points of information acquisition.
The assimilation and transformation of new knowledge occurs at the agency level; however,
contact with the national body can inform these two dimensions. Exploitation of new
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knowledge occurs at the agency level as well, but the national bodies are potentially interested
in how exploitation may impact their national agenda. In these two cases, Beta benefits more
from its national body than Gamma, likely because Beta’s national organization is more
developed than Gamma’s. Furthermore, Gamma’s membership is more voluntary, while Beta
cannot function without membership in its national organization.
Four sites are accredited through national bodies that award certification. These sites
are Gamma, Kappa, Omega, and Zeta. All four organizations are currently in good standing
with their accrediting body. Accreditation is an expensive process in both human and financial
resources because an outside review team commissioned by the national body comes to the
organization for several days to conduct the review (Thomas 2010). The agency must pay for
the expense of the review team, and staff often spend months collecting materials for the
review. Subsequently, accrediting bodies only require a review every three or four years
(Thomas 2010). Often, in alternate years, abridged evaluations are conducted. The chief
executives explained the importance of accreditation to maintain funding streams, ensure
quality programming and services, and sustain their image to the public. The Executives and
Chairs cited how accreditation requires numerous administrative documents for review.
Common documentation includes budgets, plans, financial forecasts, policies and procedures,
and job descriptions (Thomas 2010). While the administrative component of the accreditation
review process is important, the chief executives focused more on the programmatic
ramifications of accreditation. This is an appropriate reaction considering that accrediting
bodies are mission-driven; the primary purpose is confirming the quality of the programs
offered, while agency administration is secondary (Thomas 2010). Therefore, accreditation
forces these four agencies to ensure programmatic staff is properly trained and holds
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appropriate degrees/certificates; procedures such as client registration or emergency evacuation
are in place and practiced; curricula or services are delivered using appropriate materials and
methods; the facility is safe and suitable for clients; and above all, services are beneficial to
clients. Accreditation promotes information absorption, especially in the programmatic area.
However, while important, the multiyear interlude between reviews suggests accreditation is
not a constant influence on information absorption. The Executive Directors are
knowledgeable about accreditation and confirm its importance: “we have to maintain that for
accreditation” or “we’ll have to train our staff to be in compliance.” But in reality,
accreditation sparks information absorption when the organization is preparing for a review.
Even then, requirements often align with other regulations dictated by funding sources. The
influence of funding sources is described later in this section.
Three of the eight case study sites are members of the HOIUW: Delta, Gamma, and
Zeta. The United Way hosts periodic networking sessions for chief executives and limited
board training. A program director provides member support if requested. United Way also
requires specific materials such as budgets, plans, and outcome measurements in order to
qualify for grants (Smith 2010). The chief executives focused their discussion of United Way
on producing program outcomes that result from grant awards. The granting process forces
agencies to collect specific data and produce outcome measurements connected to goals
identified in their original funding proposal. The measurement process follows United Way
guidelines. While important to funding, the three executives were very subdued about the
process. For Gamma and Zeta, data collection and outcome measurement is common practice
at their organizations. Larger organizations are accustomed to this work for in-house decision
making and to meet requirements for funding sources besides United Way. On the other hand,
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small organizations usually do not have staff expertise or time to collect data and perform
outcome measurements (Kapucu, Healy, and Arslan 2011). However, in Beta’s case, the chief
executive is highly skilled in this area and has instituted measurement processes within the
organization. On the surface, it would seem United Way’s outcome measurement requirements
spark information absorption. In reality, it is more realistic to frame United Way membership
as one of many funding sources requiring information absorption. While not solely
responsible, United Way is part of a more prominent category, funders that prompts absorptive
tendencies (Smith 2010; Thomas 2010).
National membership organizations, accrediting bodies, and United Way membership
influence information absorption for the six organizations discussed in this section (Beta, Delta,
Gamma, Kappa, Omega, and Zeta). However, the data point to a more relevant, or even more
powerful, force influencing information absorption: state and federal funding sources. Six
organizations receive state or federal funds: Delta, Epsilon, Gamma, Kappa, Omega and Zeta.
Of this group, Epsilon has minimal interaction with state or federal funding sources. However,
the chief executive and board discussed potential public funding at the board meeting I attended
and are considering a grant application. The remaining five receive public funding, with
Gamma, Kappa, Omega, and Zeta managing multiple grants and contracts through more than
one funding source. Public funders uphold stringent regulations about how awards and
contracts are spent, managed, and accounted for. They clearly influence information
absorption in two ways: adhering to regulations and understanding changes in future contracts
and grants. Several illustrations have already been presented in this chapter, and the specific
impact of regulations on service provision should be noted. Changes in regulations are ongoing
and can be disruptive to the organization, as demonstrated here:
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[This funding source] may be four funding sources end up paying the finance
guy’s time 25%. But when [one funding source] comes in [for an audit], they
say, “Show me that he is working 25 percent; can you prove that?” So when
you have a lot of federal funds coming in, you have to do time-and-activity
studies. You have to record and account for every 15 minutes of your time. The
state is starting to require this type of accounting…. I did this [in my last
position]. I had to fill out the time-and-activity form of my daily activities and
assign them based on the type of activity into the particular funding stream.
Was it program, or was it administration…. So Staff A used the van to transport
three clients, and in the same day, Staff B used the van to transport one client,
and later Staff C used the van to transport two clients. Which program paid for
that gas? Which funder paid for that gas? Is [Funder 1] paying for too much of
that gas because only three of those clients were theirs and the other three
belonged to [Funder 2]? So how do we split the $30 worth of gas we put in the
tank? [The state] is getting more particular, and it takes us a lot of time to keep
track of it all. (Executive Director, Gamma)

The new regulations force Gamma into instituting new procedures for tracking time and
resources in order to allocate them properly to various state funding sources. All four
dimensions of information absorption are relevant in this scenario in which information about
new regulations is acquired, assimilated, and transformed in the existing organization; and
exploited in order to continue services using a particular funding source. As previously
discussed, being prepared for changes in state funding is essential to information absorption.
For example,
We've watched changes [in public funding]. We've really pushed for
contingency plans. If all the sudden the state says, “Sorry, we're out of this
business of providing care for [our clients]: what are we going to do? What are
our options? We don't want to be especially caught flatfooted with no idea of
what's next. And so, we have pushed our team really hard in the last year.
[Staff] develops contingency plans for a variety of possible things…. That's sort
of the things we do to try to keep this agency in a position where we’ll have
long-term possibilities. (Board Chair, Omega)
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Contingency plans require new information and creative ways to assimilate and transform it in
the organization. Contingency plans may never be executed, but once the decision is made to
proceed with implementing them, new information is quickly exploited in the agency.
The fourth theoretical proposition states that absorptive capacity is influenced by
memberships and accreditation (Letts, et al. 1999; Thomas 2010; Smith 2010). The data
collected from these eight case studies support this theoretical proposition but with a caveat.
Membership in a national organization or United Way and accreditation open opportunities for
information absorption for organizations willing to take action. However, the quality or
quantity of such opportunities depends on their particular external entity. Beta’s national
organization provides many more services to Beta compared to Gamma’s national organization.
This does not mean one is better than the other but only that Beta and Gamma face different
realities in being part of a national body. Accreditation can also spark information absorption,
but this is intermittent because review cycles are several years apart. Furthermore, United Way
membership offers information absorption through funding opportunities or program services,
but again the quantity and quality are dependent upon the actual United Way. While the fourth
theoretical proposition is supported, another outside force seems much more influential to
absorptive capacity: public funding (Smith 2010). Because public funding is crucial to many
health and human service organizations and offers a great deal of financial support, these
nonprofit organizations are attuned to public regulations and any potential changes.
Information absorption is used to sustain existing contracts and grants as well as predict new
regulations in the future. Therefore, memberships and accreditations do influence absorptive
capacity. However, a complete picture of outside forces that influence absorptive capacity
must include public funding. This chief executive skillfully frames the phenomenon of
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multiple regulatory bodies influencing the transformation of new information as he considers
the process of adopting a new internal policy:
[The program-related policy] would start with the program staff, and then it
would come to me and our COO. The two of us would look at it from
[Gamma’s] point of view. Then we would check, like, [state funder]. Is there
anything in here that [the state funder] is going to frown on? Or is there
something here we need to add into because [another state funder] would say it
should be included? We would also look at our accreditation and all of our
licensure and certifications. And it’s funny, because once again, the programs
are funded by the same state, but certifications are different, and they want
different things. So we would check [the program-related policy] against all
those [funders, accreditors, and licensers] to make sure it works. And then, it
would make it to the board’s policy and audit committee to be reviewed from
the legal standpoint, to make sure it’s good from a legal standpoint. And then, it
goes to the board for approval. Finally, if it [changes services for clients], we
would do training with staff in order to make sure that they understand all the
aspects of the new policy. (Executive Director, Gamma)
Gamma’s reality is not unique. National bodies, licensing bodies, accreditors, and public
funders create layer upon layer of regulations that add to already-existing agency policies, legal
considerations, and the culture of the organization. Together these layers influence a nonprofit
organization’s absorptive capacity.
Based on this research, nonprofit organizations exhibit all four dimensions of absorptive
capacity: acquisition, assimilation, transformation, and exploitation. The size of the
organization seems to be the most influential determinant impacting information absorption.
Larger organizations have administrative engines and staff specialists who can absorb new
information efficiently. On the other hand, smaller organizations absorb information but on a
smaller scale and using board members to augment a small staff. Medium sized organizations
use both staff and board members to absorb new information. Staff leaders set the strategic
direction for the organization. In this research, forward thinking includes expanded or
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improved services that require new information absorption. In many cases, the Executive
Directors or Board Chair is the catalyst for information absorption. Affiliation with national
bodies, membership in organizations such as United Way, and accrediting organizations also
promote information absorption. State and federal funding streams also greatly influence
information absorption in these agencies. Public funders constantly adjust regulations, and
funding streams are continually at risk of being cut by policy makers. Therefore, nonprofit
organizations absorb a great deal of information to react to changes or to prepare contingency
plans and await final decisions from state and federal agencies. For all these reasons,
information absorption within the nonprofit setting is not only apparent but dynamic.

CHAPTER 5

CONCLUSIONS, CONSIDERATIONS, AND FUTURE RESEARCH

Nonprofit organizations often fight against overwhelming odds: too little funding and
too much demand for services. While the sector as a whole aspires to eradicate social issues
Such as homelessness, illiteracy, illness, and poverty, the hard reality is that most social
problems are too complex and overwhelming for any one organization to solve. Nevertheless,
nonprofits want to serve more clients and improve programming as they continue to address
community needs. In order to do so, nonprofit leaders implement capacity building strategies
such as staff training, recruiting specific expertise to the board, reorganization, or expanding
services to a new geographic location. This dissertation reports research about eight case
studies of nonprofit Health and Human Service agencies located in the Peoria-Pekin, Illinois
MSA to establish that absorptive capacity is present within the nonprofit setting and is related
to capacity building. Much is learned from these diverse organizations which offers a solid
foundation for future research.

Obstacles to Capacity Building

First, this research reveals two strong forces complicating capacity building efforts.
Nonprofit leaders are easily swept into the daily demands of operating an organization.
Staffing, funding, and administrating an organization that provides services to the community is
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especially time-consuming and diverts attention from efforts to ensure the long-term
sustainability of the agency such as fundraising, strategic planning, and staff development.
Juggling everyday demands (trees) with looming sustainability pressures (forest) is important
to understand as being the reality of nonprofit leaders. Nonprofit leaders may focus too much
on programmatic capacity and disregard capacity building in organization or adaptive
competencies in order to develop long-term sustainability. Another force complicating
nonprofit capacity building is balancing the mission of the organization with the cost of
administrating the agency’s mission. The services that nonprofit organizations provide are
dependent upon an administrative structure to raise and allocate resources in support of
programs and services. Nonprofit leadership must be aware that administration supports
programs (or mission) and without a sound administrative engine, programs and services
cannot exist. In fact, enhancing the administrative engine is an investment in the mission or
programs of the organization. Unfortunately, many stakeholders prefer investing directly in
programs and ignore administration. Therefore, organization capacity building can be ignored
in favor of programmatic investments. Likely other forces impede or expedite nonprofit
capacity building; however, balancing daily demands with efforts to build long-term
sustainability and developing an administrative engine in support of mission are two forces
identified in this research.

The Core of Capacity Building: Absorptive Capacity

The primary argument of this dissertation states that absorbing new information is at the
core of capacity building because it leads to the organization changing its policies and
procedures. New information is acquired from internal or external sources, staff and volunteers
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assimilate the information by interpreting it and considering how it can be useful, new
information is transformed when it is woven into existing processes and routines, and it is
exploited when it establishes new competencies throughout the organization (Zahara and
George 2002). This research explored how information absorption relates to nonprofit capacity
building.
The absorptive capacity construct that includes acquiring, assimilating, transforming,
and exploiting new information within an organization, was developed with data collected in
for-profit organizations (Zahara and George 2002). This research set out to test whether
absorptive capacity is evident within the nonprofit setting by posing this research question: to
what extent do nonprofit organizations exhibit absorptive capacity? Four theoretical
propositions address different aspects of this question by considering the size of the
organization, board and staff leadership, the organization’s strategic outlook, and the agency’s
participation in member organizations and accrediting bodies.
The presence of absorptive capacity within the nonprofit setting was determined as data
from the eight case studies tested each theoretical proposition.


Most importantly, the size of an organization influences how a nonprofit absorbs
information. Very small organizations rely on staff and board, small organizations rely
more on staff but still include board members in many absorptive dimensions, and
medium and large nonprofits rely more on staff specialists.



Board and staff leaders often serve as the catalyst for absorbing new information. This
is especially true when staff leaders interact with funders, such as state and federal
agencies, that constantly change funding guidelines. Board members with specific
expertise are recruited to improve information absorption, and chief executives
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influence the culture of the organization by redesigning the staff hierarchy or investing
in staff development initiatives.


Nonprofits with a forward thinking strategic outlook are ready to quickly adjust to
changes in their market and absorb a great deal of new information. Then the
organization waits to act by selecting a response from a variety of contingency plans.
Larger organizations have a more developed administrative engine comprised of staff
specialists who drive information absorption. Specialists play an important role in
identifying and leveraging new information for their organizations.



Finally, nonprofits affiliated with national bodies and accrediting institutions influence
information absorption. However, state funding seems to be a powerful force pushing
nonprofits to develop information absorption capacities. Overall, absorptive capacity is
evident in nonprofit agencies but is influenced by many forces and organizational
factors such as leadership, size, and funding sources.
This dissertation uses the Sussman (2003) core capacity model as a foundation to

discuss capacity building within the nonprofit setting. Sussman argues


Programmatic capacity: an organization’s ability to conduct its primary
value-creating charitable activities: concerts, shelter, research, teaching,
advocating for policies. Programmatic capacity enables an organization to
create more value because it has more experienced staff or a better servicedelivery model than its competitors.



Organization capacity: the attributes—structures, functions, systems,
procedures, and culture—that promote order and predictability, thereby
helping to maintain the collective effort and the corporate entity. For
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example, financial accounting systems, leadership succession, strategic
planning, technology utilization, and board development are examples of
organization capacity. Its presence enables an organization to regulate itself
by generating and allocating human, financial, and informational resources
in support of its primary value-creating activities. Organizational capacity
provides the stability and order needed to persist as an operating corporate
entity.


Adaptive capacity: the complementary and often-destabilizing quest for
change in pursuit of improved performance, relevance, and impact.
Organizations that possess adaptive capacity are very focused on and
responsive to what is happening outside of their organizational boundaries.
They consciously interact with their environments that, in turn, provide
information-rich feedback, stimulate learning, and ultimately prompt
improved performance (Sussman 2003, 2-3).

I propose that absorptive capacity should be added to the Sussman (2003) model as the fourth
core capacity:


Absorptive capacity: “a set of organizational routines and processes by which firms
acquire, assimilate, transform and exploit knowledge to produce a dynamic
organizational capability” (Zahra and George 2002, 186).

I believe absorptive capacity represents a nonprofit organization’s ability to build capacity in
the first place as it acquires or assimilates or transforms or exploits new information into the
organization. A survey appropriate to the nonprofit setting would first have to be developed
and tested. Further exploration utilizing a survey tool similar to Darroch’s knowledge
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management survey (2003) could solidify this idea. However, the crux of this idea is that a
nonprofit needs new information in order to build any type of capacity—organization,
programmatic, or adaptive. Therefore, absorptive capacity is critical in understanding an
organization’s ability to build its capacity.

Contribution to Literature

This dissertation offers a modest contribution to an emerging body of literature
dedicated to nonprofit knowledge management and organization capacity building. Scholars
have merely scratched the surface of understanding nonprofit organizations. Because
nonprofits are so dynamic and varied, it is difficult to develop and apply universal constructs
and theories. However, absorptive capacity can provide a framework for consistent exploration
and dialogue. Again, utilizing existing research strengthens the conclusions drawn from this
research.
This dissertation first contributes to the absorptive capacity literature by establishing
that the construct is evident within the nonprofit setting. To my knowledge, this research is the
first application of absorptive capacity outside of a for-profit setting. This dissertation also
contributes to nonprofit capacity building scholarship. It extends the core capacity model
developed by Sussman (2003) and offers a fourth core capacity: absorptive capacity. More
research is needed to determine the relationship between absorptive capacity and the three core
capacities described by Sussman (2003): organization, programmatic and adaptive. However,
Figure 14 illustrates how four core capacities might work.
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Figure 14. Four Core Capacity Model

This dissertation further contributes to the literature by applying existing concepts and
relationships established by nonprofit scholarship to the absorptive capacity construct. The
theoretical propositions connect the following concepts to absorptive capacity, the size of the
organization (Dove 1999; Kapucu, et al. 2011; Beijerse 2000; and Salamon 2010); the
influence of board and staff leadership (Mitchell, et al. 1997; Renz 2010; Herman 2010), the
organization’s strategic outlook (Berman 2006; Worth 2014; Bryson 2010; W.A. Brown 2010),
and the organization’s membership in national bodies or accrediting institutions (Letts, et al.
1999; Thomas 2010; Smith 2010). Furthermore, this dissertation reiterates the constant
struggle nonprofit leaders experience between managing resources and providing programs and
services (Andreasen, et al. 2005; Schneider 2003; Smith and Lipsky 1993; Worth 2014) and
the dual focus on daily operations and long-term sustainability (Doherty and Mayer 2003).

175
Finally, this dissertation connects for-profit and nonprofit scholarship. Every
organization, regardless of mission-motive, is capable of absorbing new information. While
acquiring and leveraging new information is not a foreign process to nonprofit agencies, the
absorptive capacity construct provides the language and structure to methodically study this
phenomenon within the nonprofit setting. Much can be learned within both the for-profit and
nonprofit settings that could potentially be utilized in complimentary scholarship and
organizations that historically have limited cross-pollination of ideas.

Research Limitations

While the data support absorptive capacity within the nonprofit setting, caution must be
exercised. There are several weaknesses clearly evident in this research. First, the theoretical
propositions were tested with data collected from only eight nonprofit organizations located in
a limited geographical area. It is extremely difficult to draw conclusions from so few cases,
though the sample was diverse in many respects. Therefore, the external validity of this
research is relatively weak. Furthermore, the eight organizations represent only Health and
Human Service organizations. Though these two categories include the largest number of
nonprofit organizations in the country, other types of nonprofits may behave differently. For
example, organizations with a mission related to Arts, Culture and Humanities or Education
may exhibit very different information absorption tendencies. Another weakness in the
research design is the snapshot nature of the data. While interviews, meetings, and supporting
artifacts often overlook to the long-term evolution of the agency, the data reflect a very narrow
glimpse into these organizations. A longitudinal study would identify trends and explicit
descriptions leading to a more complete understanding of information absorption and capacity

building.
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Furthermore, the data rely heavily on the input from the Executive Directors and

Board Chairs. Staff input was limited which likely reduced the understanding of information
absorption. External stakeholders such as funders, clients, and public officials would also be
beneficial to include in a longitudinal study. Finally, an overarching theme of the analysis
indicates size matters. However, this is merely a general observation. More data collected
from a larger sample of agencies with a wider range in size might reveal nuances in their
information absorption abilities. While several design flaws limit the external validity of this
analysis, the in-depth case studies of these eight nonprofit organizations offer a first-time
glimpse into information absorption within the nonprofit setting.

Future Research

Building grounded theory takes time and requires careful qualitative research. This
dissertation provides a solid foundation for future research to develop a theory of absorptive
capacity within the nonprofit setting. Much work remains to be done, and several research
projects have already emerged that will be outlined here.
To begin, two dichotomies emerged from this research which are grounded in existing
literature. Business versus mission describes the constant struggle between managing resources
and providing programs and services (Andreasen, et al. 2005; Schneider 2003; Smith and
Lipsky 1993; Worth 2014), while trees versus forest (Doherty and Mayer 2003) pits an
organization’s focus on daily operations against that of long-term sustainability. These forces
are relevant to the daily operations of a nonprofit organization and related to capacity building.
Future research can shed more light into exactly how these forces shape capacity as well as
information absorption. Practitioners would benefit from understanding how these forces
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influence capacity building efforts, absorptive capacity, and other factors within the nonprofit
setting, thus improving efficiencies and the likelihood that such efforts would be successful for
the organization.
In order to build a theory of nonprofit absorptive capacity, more research is needed in
order to develop the concept within the nonprofit setting. As previously discussed, creating a
survey instrument to measure nonprofit absorptive capacity would be ideal. The existing
Darroch knowledge management survey (2003) can be used in conjunction with the analysis
from this research to develop such a survey. A larger quantitative study could then be launched
with additional qualitative data collection in order to better triangulate results.
After such a measurement tool is created, more data would be available for exploring
the connection between absorptive capacity and Sussman’s (2003) three core capacities:
organization, programmatic, and adaptive. I argue that absorptive capacity is somehow related
to these three core capacities, but more data is needed to establish a firm connection and to
better understand how these concepts are related. Fortunately, existing research provides a
strong framework to guide such a research. The Sussman (2003) model of capacity building,
the absorptive capacity construct established by Cohen and Levinthal (1989) and Zahra and
George (2002), and Darroch’s (2003) knowledge management survey together provide a strong
foundation.
Developing a research agenda for nonprofit absorptive capacity would introduce the
concept to nonprofit scholars and prompt more research and discovery across disciplines.
Furthermore, it would connect both nonprofit and for-profit scholarship for robust discussion.
Absorptive capacity could potentially “store” a variety of other concepts previously developed
in the nonprofit literature as they might relate to capacity building, such as the life cycle of the
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organization (Thorp 2003), how an organization manages finances (Zietlow, Hankin, and
Seidner 2007), the marketing strategy of the agency (Gainer 2010), or social enterprise efforts
of the agency (Young 2010). Research in these areas could be tested within an absorptive
capacity framework to determine relationships and add to the development of the construct in
the nonprofit setting.

Practical Applications of Absorptive Capacity Research

The opportunities are limitless to apply this, and to conduct future, research based on
absorptive capacity within the nonprofit setting. To begin, an absorptive capacity assessment
tool (or multiple tools) could be devised to assist practitioners, scholars and communities in
developing the capacity of nonprofits. Practitioners could utilize an assessment to pinpoint
strengths and weaknesses of their organization in the act of absorbing new information. For
example, an appraisal might indicate an organization’s board of directors is too overbearing in
transforming new information or that staff members are missing opportunities to acquire new
information from external sources. Scholars could utilize an absorptive capacity assessment
tool to build upon this research as described above. Similar to Darroch’s tool (2003), a
quantitative study could be conducted to investigate absorptive capacity on a much larger scale,
in different geographic locations, and in different types of nonprofit organizations. This type of
research would greatly expand nonprofit knowledge management and capacity building
literature and our understanding of knowledge management and capacity building. Finally, an
absorptive capacity assessment could be conducted within a particular community in order to
inform the local nonprofit sector, its funders, and its community leaders about how to best
support agencies in their area. This type of assessment could promote training opportunities for
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staff and volunteers, assist consultants, spur innovative funding, and develop social services
across a community such as to Pittsburgh’s Forbes Fund in the early 2000s did (Kearns 2004).
Nonprofit organizations tackle complex social problems every day with limited
resources. Effectively and efficiently leveraging those resources is paramount to the success of
each organization. However, what is vitally important to consider are the lives nonprofits touch
and even save. Capacity building and information absorption is essential to a nonprofit because
nonprofits are critical to millions of people every day. Nonprofit capacity equates to teaching a
child how to read, curing disease, revitalizing neighborhoods, caring for the elderly and serving
others to better us all. Both practitioners and scholars play pivotal roles in supporting and
developing nonprofit organizations and the sector as a whole. This research offers a small step
towards a better understanding of nonprofit capacity building that can assist practitioners and
scholars alike to build better nonprofit organizations and serve our ever-changing communities.
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Darroch’s Original Survey (2009, 227-231)
Note: the survey questions are based on a 5 point Likert scale where 1 is “does not describe our
organization at all” and 5 is “describes our organisation exactly” original emphases. The
scales have been omitted here to preserve space.
Instructions
This questionnaire contains a number of statements managers have made about knowledge
management, innovation and firm performance. Please indicate how well each of them
describes your organization by circling the appropriate number in one of the right hand
columns. If a statement is not applicable to your organization, then circle the number 1 to
indicate that the statement does not describe your organization at all.
Knowledge Acquisition
 We successfully attract employees trained in math, science, technology information
technology or engineering
 We are effective at acquiring information that might be useful in our organization
 We encourage employees to take time to think about our business
 We are quick to detect fundamental shifts in our industry
 We have a large number of employees here who are trained in math, science, technology,
information technology or engineering
 We often acquire new ideas through strategic alliances
 We tend to recruit people who can think creatively
 We acquire new ideas through corporate venture funds 24
 We survey employees regularly to assess their attitudes toward work
 Employees are encouraged to attend training seminars and conferences
 We periodically review the likely effect of changes in technology on our customers
 We know who our most profitable customers are
 Our organization subscribes to a wide range of publications
 Information about our competitors is collected by more than one department within our
organization
 We know exactly how much each of our products or services costs us
 We meet with customers at least once a year to find out what products or services they will
need in the future
 We frequently use the Internet as a source of ideas
 We often analyze the financial contribution of our products or services
 We successfully attract employees trained in sales and marketing
 We have regular staff meetings with employees
 We know exactly how much it costs us to service each customer
24

By corporate venture fund, we mean a pool of money invested in private equity ventures to create future
business opportunities.
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People, other than those in the marketing department, interact directly with customers to
learn how to serve them better
We prefer to use ideas developed by other New Zealand organizations rather than spend
money on internal R&D activities
We have good financial information on our organization
Knowledge is our organization’s most critical resource
We often collect industry information by informal means e.g. lunch with industry friends,
talks with trade partners
We manage to keep up to date with technological developments that could affect our
business
We have regular staff appraisals in which we discuss employees’ needs
We often acquire new ideas through export activities
We regularly benchmark ourselves against industry best practices
We prefer to seek growth through acquisitions rather than spend money on internal R&D
activities
Our organization does a lot of market research
We are quick to detect changes in our customers’ preferences
We often acquire new ideas through equity joint ventures
We survey end-users at least once a year to assess the quality of our products and services
We prefer to use ideas developed by overseas organizations rather than spend money on
internal R&D activities
We encourage job rotation within our organization
Employees are encouraged to undertake university or polytechnic courses
Employees are encouraged to take the time to read publications to which our organization
subscribes
Managers frequently try to find out employees’ true feelings about their jobs
We always seem to have people travelling overseas on business matters
Many of our employees have worked for our organization for a long time

Knowledge Sharing
 We often use teleconferencing within our organization
 Marketing people in our organization frequently spend time discussing customers’ future
needs with people in technical departments
 We often record internal best practices
 There are regular meetings between departments to discuss market trends and developments
 When something important happens to a competitor the whole organization knows about it
quickly
 We frequently use techniques such as brainstorming in our organization
 We periodically circulate documents e.g. reports and newsletters about our business to
external stakeholders
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We make good use of Intranets (internal computer networks) to share information on
products and process within the organization 25
Our workspace is set up to make it easy for people to talk to each other
Information about customer satisfaction is disseminated to all levels of our organization on
a regular basis
We keep a database of customer information that is easy to access
Each department has regular formal meetings
A large number of written reports circulate within our organization
We frequently step back and reflect on what went well or did not go well in aspects of our
business
We encourage people with similar interests to work together to solve a problem
We encourage learning by doing in our organization
We are effective at disseminating information throughout our organization
When people in our organization need information about marketing issues they know
exactly who to ask
Information about new technological developments that might affect our business is
circulated quickly
We often write case notes on successful and unsuccessful products and processes
We frequently use techniques such as quality circles in our organization
Our organization actively encourages mentoring or coaching
When people in our organization need information about technical issues they know exactly
who to ask
Employees are expected to provide feedback to others whenever they attend conferences,
seminars or exhibitions
We often use video conferencing within our organization
Employees often have informal discussions e.g. around water coolers, in hallways, over
coffee about our business
Our managers often give seminars or presentations to other staff
We frequently update policy and procedure manuals
We often develop metaphors and analogies to describe what we know
When something important happens to a major customer the whole organization knows
about it quickly
We make good use of GroupWare, such as Lotus Notes, to share information on products
and processes within the organization

Responsiveness
 We are very receptive to ideas contributed by employees
 The activities of the different departments within our organization are well coordinated
25

By Intranet we mean any internal computer network that supports Internet applications. A use of an Intranet
would use a browser to surf it in much the same way that one uses a browser to surf the World Wide Web.
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We frequently change our technical strategies
We are quick to respond to customer complaints
We are quick to respond to concerns raised by employees
We are quick to decide how to respond to changes in technology
We encourage entrepreneurial behavior
Our organization seems to be able to implement marketing plans quickly
Real market needs rather than internal politics usually drives new product development
We reward entrepreneurial behavior
Our customer like us to provide them with something new all the time
Discussions on the latest scientific inventions are common here
When we find our customers are unhappy with the quality of our services, we act
immediately
We usually respond to changes in our customers’ product or service needs
Several departments within our organization get together periodically to plan a response to
changes taking place in our business environment
We often look for ways to reduce the costs of the products or services we sell
If a major competitor launches an intensive campaign targeted at our customers, we would
implement a response almost immediately
We often change our procedures for doing things
We frequently look for ways to improve the cost effectiveness of our selling and
promotional activities
We always encourage unusual or exciting plans
We are quick to decide how to respond to competitors’ initiatives
We are effective at responding to new information
Market research rather than technological advances usually drives our business direction
We are quick to respond to changes in the organization’s financial position
We will readily delete unprofitable products or services
We often change the range of products or services that we offer
New product development is always the responsibility of a specialist unit or person
Most changes to products or processes have occurred as the result of a crisis
Our organization seems to be able to implement marketing plans effectively
When we find that a customer would like us to modify a product or service, the department
involved makes a concerted effort to do so
We will put fewer resources into customers that become financially unattractive
There is cooperation among employees to get things done
New market development is always the responsibility of a specialist unit or person
We frequently change our marketing strategies
We are quick to implement strategies in response to significant changes in our competitors’
pricing structures
We are always trying out new ideas
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Our organization periodically reviews its product development efforts to ensure that they
are in line with what customers want

APPENDIX B
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Darroch Knowledge Management Scale (2003, 45-47)
Component 1: Knowledge Acquisition
Factor 1: Organization values employees’ attitudes and opinions
 We encourage employees to take time to think about our business
 We survey employees regularly to assess their attitudes toward work
 Employees are encouraged to attend training seminars and conferences
 We have regular staff meetings with employees
 We have regular staff appraisals in which we discuss employees’ needs
 Employees are encouraged to undertake university or polytechnic courses
 Managers frequently try to find out employees’ true feelings about their job
Factor 2: Organization has well developed financial reporting systems
 We know exactly how much it costs us to service each customer
 We know exactly how much each of our products or services costs us
 We have good financial information on our organization
 We often analyze the financial contribution of our products or services
Factor 3: Organization is sensitive to information about changes in the market place
 Real market needs rather than internal politics usually drives new product development
 We are quick to detect fundamental shifts in our industry
 We successfully attract employees trained in math, science, technology information
technology or engineering
 Information about our competitors is collected by more than one department within our
organization
Factor 4: Science and technology human capital profile
 We successfully attract employees trained in math, science, technology information
technology or engineering
 We have a large number of employees here who are trained in math, science,
technology, information technology or engineering
Factor 5: Organization works in partnership with international customers
 We meet with customers at least once a year to find out what products or services they
will need in the future
 We often acquire new ideas through strategic alliances
Factor 6: Organization gets information from market surveys
 Our organization does a lot of market research
 We survey end-users at least once a year to assess the quality of our products and
services
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Component 2: Responsiveness to Knowledge
Factor 1: Responds to customers
 When we find our customers are unhappy with the quality of our services, we act
immediately
 We usually respond to changes in our customers’ product or service needs
 When we find that a customer would like us to modify a product or service, the
department involved makes a concerted effort to do so
 We are quick to respond to customer complaints
 We are quick to respond to concerns raised by employees
Factor 2: Well-developed marketing function
 Market research rather than technological advances usually drives our business
direction
 Our organization seems to be able to implement marketing plans quickly
 We frequently look for ways to improve the cost effectiveness of our selling and
promotional activities
Factor 3: Responds to technology
 We manage to keep up to date with technological developments that could affect our
business
 Information about new technological development that might affect our business is
circulated quickly
 We periodically review the likely effect of changes in technology on our customers
 We are quick to decide how to respond to changes in technology
Factor 4: Responds to competitors
 When something important happens to a competitor the whole organization knows
about it quickly
 We are quick to implement strategies in response to significant changes in our
competitors’ pricing structures
 If a major competitor launches an intensive campaign targeted at our customers, we
would implement a response almost immediately
 When something important happens to a major customer the whole organization knows
about it quickly
Factor 5: Organization is flexible and opportunistic
 We often change our procedures for doing things
 We frequently change our technical strategies
 We often change the range of products or services that we offer
 We frequently change our marketing strategies
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Component 3: Knowledge Dissemination
Factor 1: Market information is freely disseminated
 Marketing people in our organization frequently spend time discussing customers’
future needs with people in technical departments
 When people in our organization need information about marketing issues they know
exactly who to ask
 There are regular meetings between departments to discuss market trends and
developments
 We keep a database of customer information that is easy to access
 Information about customer satisfaction is disseminated to all levels of our
organizations on a regular basis
 We often record internal best practices
Factor 2: Knowledge is disseminated on-the-job
 Our workspace is set up to make it easy for people to talk to each other
 We encourage people with similar interests to work together to solve a problem
 We frequently step back and reflect on what went well or did not go well in aspects of
our business
Factor 3: Use of specific techniques to disseminate knowledge
 We frequently use techniques such as quality circles in our organization
 Our organization actively encourages mentoring or coaching
 We often write case notes on successful and unsuccessful products and processes
Factor 4: Organization uses technology to disseminate knowledge
 We often use video conferencing within our organization
 We often use teleconferencing within our organization
 We make good use of GroupWare, such as Lotus Notes, to share information on
products and processes within the organization
Factor 5: Organization prefers written communication
 A large number of written reports circulate within our organization
 We frequently update policy and procedure manuals
 Employees are expected to provide feedback to others whenever they attend
conferences, seminars or exhibitions
 We periodically circulate documents e.g. reports and newsletters about our business to
external stakeholders
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Governance
□ Mission statement
□ Vision statement
□ History of the organization
□ Bylaws
□ Board handbook
□ Board member job description
□ Most recent strategic plan
□ List of board members for past three fiscal years
□ List of board officers for past three fiscal years
□ List of executive committee members and titles for past three fiscal years
□ Board committee structure
□ Include other governance documents below
Program
□ Description of programs
□ Marketing plan
□ Marketing materials
□ Sample job descriptions of program positions
□ Accreditation materials accrediting organization and description of process
□ Association memberships requirements and general description
□ Program manual used by staff or given to clients
□ Management or department head staff with titles
□ Include other program documents below
Administration and Management
□ Organizational chart
□ Human resources manual
□ Policy and procedure manual
□ Sample job descriptions of administrative and management staff
□ Annual reports for past three years
□ IRS Form 990 for past three years
□ Include other administration documents below
Finance and Fund Development
□ Budget for past three years
□ Fund development plan
□ Sample job descriptions of financial and fund development staff
□ Fiscal policies
□ Cash flow projections
□ Sources of funding
□ Include other finance or fund development documents
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Chief Executive Officer Interview Questions:
It is expected that data will be gathered across several formal interviews and informal
exchanges.
 How does your staff build their knowledge and skills relevant to their position?
 What financial reporting systems do you rely on to make informed financial decisions?
 How do you assess your external environment in order to stay competitive?
 How do you recruit qualified staff for the various positions in your organization?
 How do you interact with your clients and community in order to determine future
service needs?
 How do you respond when your stakeholders are unhappy with your services?
(stakeholders include: clients, community, donors, volunteer, staff, or funders)
 What kind of needs assessments have you recently completed in order to build new
programs or modify existing programs?
 How do you stay current on advancements in your mission area?
 How do you remain competitive with other organizations like yours?
 How does your organization adapt to new opportunities?
 How is information about your clients shared across your organization?
 How often does your staff/board meet, and how are information and new ideas shared?
 How do you ensure that best practices are followed throughout your organization to
ensure quality service delivery and administration?
 What specific tools are used to share best practices in your organization?
 How are best practices recorded in your organization? (board, program, administration)
Board President Interview Questions:
It is expected that data will be gathered across several formal interviews and informal
exchanges.
 What financial reporting systems do you rely on to make informed financial decisions?
 How do you interact with your clients and community in order to determine future
service needs?
 What kind of needs assessments have you recently completed in order to build new
programs or modify existing programs?
 How do you stay current on advancements in your mission area?
 How do you remain competitive with other organizations like yours?
 How does your organization adapt to new opportunities?
 How often does your staff/board meet and how is information and new ideas shared?
 How do you ensure that best practices are followed throughout your organization to
ensure quality service delivery and administration?
 What specific tools are used to share best practices in your organization?
 How are best practices recorded in your organization? (board, program, administration)
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Very Small Organizations ($100,000 to $500,000): Alpha, Beta, and Delta

Organization Alpha was established in 1972 and designated as a Human Service
501(c)(3). It is located in rural Marshall County and primarily serves a one hundred-mile
radius. Alpha was founded by a small group of friends sharing a common concern for meeting
a specific need in an area involving youth. They were led by a man who became the founder of
the organization and served it throughout his remaining lifetime. Alpha’s basic mission
remains unchanged since its inception; however, the vision of the organization has evolved
dramatically in the last five years. This was prompted by a long-term illness and then passing
of the founder and the aging or passing of original board members.
Alpha employs a full-time staff of four with a seasonal force of approximately twenty.
The Executive Director has worked at Alpha for eleven years and served as the Program
Director prior to being promoted to the Executive Director. He has a programmatic
background and college degree. The board is currently functioning with eight members;
bylaws indicate the board size can be seven to fifteen members. The Board Chair worked for
Alpha as seasonal staff when he was a young man. He recently returned to Alpha to serve on
the board. Although he was new as Chair in January 2016, he has extensive experience in other
nonprofit organizations as both a staff member and a board member. Currently, he holds a top
position at a large nonprofit entity in another state at which he is a professional fundraiser.
Alpha’s physical plant is modest, worn, and well-loved. It is situated on a large
property donated by the founder. Maintaining plumbing, electrical, and various systems is a
constant hardship. Updating the physical plant is a priority for Alpha. Staff report their work
responsibilities expand well beyond their programmatic duties and into housekeeping and basic
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repair of physical-plant systems. It is common for staff to abandon their desks to become a
cleaning or grounds crew due to the lack of resources to hire such people.
Alpha relies heavily on fees generated from programs to support its operating budget.
A small handful of individual benefactors and other small groups support the agency with
larger gifts. Some government funding is funneled to direct services. In-kind contributions of
goods, products, and services are essential for this modest agency’s survival. The board and
staff orchestrate an annual fundraiser. The Chair’s professional expertise in fundraising will
likely play a vital role in the organization’s financial health in the coming years.
Alpha is a small nonprofit with lofty dreams. The Chair is leading the organization
through a visioning and strategic planning process. Three new members were recruited to the
board in the last year, and the entire board read Jim Collins’ Good to Great in preparation for
programmatic expansion. The board has dedicated 2016 as a period of discovery, dreaming,
planning, and reorganization. The Executive Director and Program Director are eager for the
board to move forward because staff have felt the organization flounder for the last several
years. Staff believe that if Alpha does not reinvent itself and aggressively pursue a new vision,
the organization will merely limp along and face an uncertain long-term future.
In my observations, Alpha is a tight-knit organization with a rich local history. The
staff members are dedicated to the mission and consistently work outside their designated role
to maintain the organization. The client base speaks highly of the organization and returns to
Alpha for services. Alpha is standing at a crossroads and actively considering how to change
its business model to better serve clients and revive the organization. Leaders understand this
requires commitment; hard work; new systems; structures; and procedures; an expanded
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fundraising base; and, most importantly, releasing their existing culture to embrace new ways
of operating.
Organization Beta was incorporated in 1946 and designated as a 501(c)(3) Human
Service entity. A group of area business leaders established the agency to meet a developing
need involving youth in the community. It is located in Peoria County in one of the closer
communities surrounding the City of Peoria. It provides services in Logan, McLean, Peoria,
Tazewell, and Woodford Counties. Beta is funded through corporate and individual gifts. It
does not receive grants or contracts from government entities. It is affiliated with a national
association and is required to use specific materials produced by the parent organization. The
association supports local programs in a variety of ways: an annual conference; a regional
expert who provides technical assistance; a website including policy samples, marketing
templates, board development resources, tools to develop programs, volunteer recruitment and
management sources, and other technical materials; and periodic virtual trainings for Executive
Director, staff, and board members.
Beta is a volunteer-driven organization. It serves almost 15,000 clients with a staff of
five and a sophisticated network of volunteers. The Executive Director has served in that
position for almost four years and holds an MBA. She built her career in the business sector
and was intentionally recruited by Beta’s board to build the organization. She realigned staff
positions early in her tenure when a particular position was vacant. This allowed her to adjust
staff roles and responsibilities to what she felt would be more conducive to programmatic
growth. As other positions have been vacated through time, she has continually modified the
staff structure. Furthermore, she recruited specialists to fill open positions. Two staff members
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manage volunteers, and newer positions focus specifically on marketing and resource
development.
Beta does not offer services in its facility, but delivers programs in other organizations
at which clients are already receiving services. Therefore, Beta rents a suite in an office
building to conduct administrative operations. Consequently, the Executive Director and
program staff travel throughout their territory developing and nurturing relationships with host
sites. They spend a great deal of time conducting business by phone or email. Beta’s website
is well-developed and presents a professionally polished message to visitors while also serving
as an entry point for potential volunteers, donors, and clients.
Beta is on the verge of program expansion into several adjacent counties that are
currently not receiving services in its mission area. The Executive Director is investing a great
deal of time in these communities building relationships and identifying funding streams. To
amplify this process, she has created area advisory boards in the target counties to identify
potential leaders and resources. Some of these relationships have evolved into significant
advocates. In fact, the Board Chair works and resides in a neighboring county targeted as one
of the first expansion sites.
The Board Chair has served in his position for four months. He has limited experience
serving nonprofit boards; however, his professional experience of being employed in one of the
community’s largest for-profit corporations is beneficial to his role at Beta. His introduction to
Beta came through the recently established local advisory board, and his interest in the mission
quickly developed. There are currently twenty-two board members; the bylaws stipulate
twenty to twenty-five members representing a variety of businesses—which both the Executive
Director and Chair identify as a strength of the organization.
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Beta is eager to grow into new service areas, but it is intentionally building resources
and relationships in order to minimize expected disruptions that expansion will create
throughout the organization. Both the Chair and Executive Director are adamant about
balancing mission growth with prudent oversight of resources while protecting existing
services. The Executive Director created a feasibility study researching human and financial
resources required to launch services in target areas, timelines, likely staffing options, and
necessary marketing strategies. Beta leaders have formally and informally discussed expansion
for several years. At this point, it is no longer a question of whether to expand; rather,
conversations and planning focus on when and exactly how to expand to ensure long-term
sustainability of Beta’s complete enterprise.
My observations frame Beta as aggressive in its vision yet cautious in its execution of
that vision—expansion will be controlled. Beta is precise in positioning its program and
allocating resources for long-term sustainability. It is also comfortable adjusting existing
structures to better meet a changing programmatic environment. Beta embraces tools such as
business plans developed in the for-profit sector to aid the communication and decision making
process.
Organization Delta was incorporated in 1990 as a 501(c)(3) organization with a mission
in Health. It was formed by a small band of citizens in Peoria County to provide volunteerdriven support services to a target population in the City of Peoria. As the organization grew
from its modest inception, Delta assumed a more aggressive vision to include more proactive
strategies to meet growing health issues in the area. Today, it provides direct health services to
at-risk populations, delivers educational materials and programs throughout the community,
and offers support services to its clients such as transportation to appointments and emergency
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funds for rent or basic needs. Delta maintains a small office space for administrative functions
which is donated by a much larger health-related organization. Direct services are offered
throughout the community within a variety of other settings such as neighborhood
organizations or mobile health units owned by collaborating organizations. Delta is a Heart of
Illinois United Way Partner Agency.
The current Executive Director is the third in Delta’s history; the first was the founder.
She first served on the board and then moved into the Executive Director position about a year
ago. She is a licensed social worker, holds a PhD, and has experience working with the
population Delta targets. While savvy, the Executive Director does not have experience
managing a nonprofit organization. The Executive Director position was full-time when she
was hired; however, she has reduced her position’s hours in order to increase the hours
allocated to other staff positions. In this way, Delta has increased programmatic services while
maintaining a reasonable budget. At present, there are five part-time staff members who work
from ten to twenty hours per week. Delta also uses volunteers and stipend-staff for specific
services whenever needed.
While Delta supports a modest staff, the cost of providing its services to its clients and
managing potential liabilities accounts for the vast majority of the budget. The bulk of Delta’s
budget is generated through government contracts and grants that are specifically earmarked for
the client base. Delta is the fiscal agent for one grant that provides emergency rent and utility
support for its clients. However, public funding to support its direct healthcare services has
steadily declined in recent years. Therefore, Delta is responding by developing private funding
streams through foundation grants, annual appeals, and fundraising events. The board is taking
an active role in orchestrating the events, and Delta is slowly building new alternative funding
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streams. Remarkably, last year, an anonymous benefactor bequeathed Delta a sizeable gift
from his estate. The board agreed to invest the gift and leverage the principal for long-term
sustainability. While Delta’s balance sheet is very strong, the organization has limited
resources for the operating budget and is aggressively pursuing new funding streams.
However, the bequest is a much appreciated “safety net.”
In the past, Delta relied heavily on friends and a close circle of individuals sympathetic
to the mission to serve as board members. Board members did not change very often, but the
funding crisis and new Executive Director have dramatically changed the composition of the
board. Delta currently has twelve board members; the bylaws allow six to sixteen members.
Recent recruiting targeted specific skill sets in order to diversify the board in the attempt to
secure new funding streams. Newer board members bring marketing and fundraising skills that
compliment longer-serving members from the healthcare field. This strategy reinforces Delta’s
plan to generate new funding and expand existing fundraising efforts.
The Board Chair has served on Delta’s board for approximately six years and has been
the Chair for just over two years. Her professional background is in the healthcare industry.
Other than the occasional volunteer opportunity, she has limited experience with nonprofit
organizations, and Delta is the first board she has served. Her healthcare background has been
invaluable for the development of the agency, and she has a clear vision of growth for the
organization. She is adept at building relationships and broadening the skill sets represented on
the board. She enjoys a close working relationship with the Executive Director, and they often
discuss how they will proceed through any given situation.
My observations are that Delta is a grassroots organization attempting to emerge as a
more sustainable long-term entity. Certainly the large bequest affords Delta stability.
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However, the board’s prudent management of such a large gift forces them to remain focused
on their current reality of meager financial resources. Though Delta is financially fragile,
programmatically it is fairly nimble. It assesses potential private and public grants and
informally collects a great deal of information from clients. Staff and volunteers creatively
leverage designated funding dollars to address health issues in the most vulnerable areas of the
city. In the meantime, the board is emerging as a fundraising entity. Delta’s board is in the
beginning stages of transformation and is learning valuable lessons in governance and fiscal
stewardship. Delta is not the same organization it was at its inception, but it still has the flavor
of a grassroots nonprofit enterprise.

Small Organizations ($500,000 to $3 million): Epsilon and Gamma

Organization Epsilon incorporated in 2010 as a 501(c)(3) entity, and its mission is
designated as a Health organization. Epsilon is located in Peoria County and serves thirty
counties stretching north of Peoria towards Winnebago County that includes Rockford, Illinois.
The initial idea to create Epsilon began with central Illinois healthcare entities seeking a
solution to a common issue regarding medical technology. Though these organizations included
competitors in the same or adjacent markets, leaders convened for more than one year to
explore options and design an independent organization capable of assisting patients, hospitals,
clinics, doctors, and other providers. A memorandum of understanding was executed and an
Executive Director hired to launch the agency. It began serving a much smaller area around
Peoria County but quickly expanded. Epsilon’s mission is grounded in providing
technological solutions for healthcare entities. Essentially, it is a technology company that
provides services and support to its members through virtual service delivery.
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Epsilon is a member-based organization. All of the members are healthcare providers.
Each member pays annual dues to Epsilon based on a formula determined by the size of the
organization. Therefore, Epsilon is funded entirely through annual membership dues. It does
not host fundraising events or support annual appeals. In the past, Epsilon has secured funding
from government entities. The organization actively monitors public funding opportunities and
is currently discussing public funding for potential program expansion.
Epsilon relies on its membership to serve as board members. The largest entities
meeting certain criteria gain a seat on the board of directors and are identified as “Charter
Members.” The interests of smaller member organizations are represented on the board by
designated seats held by representatives from these more modest entities and are referred to as
“Sustaining Members.” A third level of members, “Participating Members,” is granted at the
discretion of the board. There are currently sixteen board members; the bylaws stipulate fifteen
to twenty members. Currently, three seats on the board are designated to specific individuals:
the Executive Director and two members of the community. The remaining seats are granted to
organizations rather than to a particular individual. The organization joining the board
designates its representative. Therefore, Epsilon has very little control in selecting its board
members.
Because Epsilon provides services virtually, its four staff members work in home
offices scattered throughout central Illinois. The Executive Director works from Peoria. She
has a long history with the organization and was involved in the very early stages of
stakeholder discussions. She is college-educated and used her professional experience working
in human services and state government to write early grants to public funding sources to
launch the organization. She is the only Executive Director who has served Epsilon. While the
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organization functions virtually, the Executive Director and one staff member travel
extensively in the field to train member organizations and troubleshoot issues. The staff
member is a nurse, which proves beneficial in working with Epsilon’s member organizations.
The Board Chair represents one of the largest Charter Members. His predecessor
participated in the early discussions with stakeholders to create Epsilon. The Chair was first
introduced to Epsilon as a consistent replacement to the official designee of his Charter
Member organization. The Chair was then formally appointed to the board and is beginning his
second year as the Chair. He has extensive work experience in the healthcare field and
advocates for all members of Epsilon regardless of size.
In my observations, Epsilon is a unique nonprofit organization. Its design as a memberdriven organization managed by a member-appointed board to deliver highly technical services
virtually to a large geographic area makes it an exceptional case study. Epsilon is an extremely
savvy organization built on a culture of collaborating competitors. It has leveraged a common
problem within the market into a viable organization delivering a common, yet sophisticated,
solution. In many ways, the membership structure of the organization limits its geographic
service area. On the other hand, the same membership has developed an alliance that allows
for creative and innovative service delivery.
Organization Gamma has a remarkable history. It was organized in 1892 and
floundered until just after the turn of the century when a philanthropist infused the organization
with cash and purpose. It is a 501(c)(3) nonprofit with a Human Services mission. While
Gamma has moved several times, it has always been located in the central part of the City of
Peoria. Its current facility is less than twenty years old and provides versatile space for its
clients. It offers a variety of services for predominantly low-income families. Gamma’s
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original mission was very narrow in scope and met a community need in Peoria. However, as
Peoria evolved, the issue Gamma addressed dissipated. In response, Gamma reinvented itself
and broadened its mission. In reality, the agency serves the original at-risk population, but now
provides different types of programs and services. This is a testament to Gamma’s resilience
because several organizations across the country with similar missions closed because they
chose not to evolve under similar community circumstances.
Both the Executive Director and Board Chair are relatively new to the organization.
The Executive Director was born and raised in the Peoria area and left for college as a young
man. He became interested in working with at-risk populations while he was in college and
worked as direct-service staff while he completed his master’s in social work. He returned to
Peoria and quickly moved into supervisory and management roles as his career progressed. He
managed several programs for a number of the larger nonprofits in the Peoria area prior to
becoming the Executive Director at Gamma. This is his first chief executive position.
Gamma’s Board Chair is new to her leadership role but began volunteering for the
organization almost five years ago. As she became more involved with the agency, a friend
who was serving on the board invited her to join it as well. She left her career to become a
young mother and raise her family and now that her children are grown, devotes her time to
serving the community. She holds another time-consuming volunteer position with a local
nonprofit organization and serves Gamma as well. Prior to becoming Chair, she spent a year
being mentored for the position by serving as the board’s Vice Chair. While she discounts her
talents as a “business leader,” she is skilled at facilitating board business and is able to devote a
great deal of time to the organization.
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Gamma’s board is currently comprised of twenty-three community leaders; the bylaws
allow nineteen to twenty-four members. Recent efforts by the Executive Director and Chair
have caused the board to grow. Gamma supports a number of standing committees, and the
board is active in fundraising activities. The Chair describes the group as a “working” board
within the sense that the expectation is redundant that board members will promote the
organization in the community.
Gamma supports its mission through a variety of funding sources. More than 50% of
revenue is generated through government contracts. Gamma is a Partner Agency of the Heart
of Illinois United Way and receives funding through competitive grants. Special events,
individual and business donations, and other private grants complete the funding base at
Gamma. Over time, Gamma has established a surplus-fund account in order to manage
fluctuations in revenue. This surplus has been instrumental in Gamma’s survival during the
ongoing Illinois state budget crisis. The Executive Director and entire board are focused on
expanding fundraising efforts from private sources to reduce Gamma’s reliance on public
grants and contracts. Recently, a large bequest was given to the organization from an
unsolicited donor. The board is currently navigating the legal process to secure the gift, and
board members are actively discussing how best to leverage it to support the long-term
financial sustainability of the organization.
Gamma is accredited through a national body, and line staff must meet certain
employment requirements. Gamma’s staff numbers slightly under sixty and several staff
vacancies have not been filled to better manage contract short-falls during the ongoing state
budget crisis.
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The board and Executive Director are seriously considering expanding services into
Peoria’s surrounding communities. This will require securing space, generating new revenue
through contracts and fundraising, and hiring staff. The leadership views expansion as a
strategy to achieve sustainability. The organization enjoys a positive reputation in the
community, and offering new services will likely generate revenue.
In my observations, Gamma is a proud and resilient agency in the community. While it
has a modest budget and workforce, it is very sophisticated in its governance and
administration. It supports a culture that promotes a deep commitment to its mission through a
well-managed organization. It utilizes tools such as policies and procedures to provide quality
services while developing marketing, fundraising, and strategic plans to intentionally grow and
improve the agency. Gamma celebrates its history but is very much attuned to changes in the
market and will adjust to provide the best services possible.

Medium to Large Organizations ($3 million to $25 million): Kappa, Omega, and Zeta

Organization Kappa was incorporated in 1975 as a 501(c)(3) nonprofit corporation and
designated as a Health entity. It is located in the City of Peoria. Kappa was created when two
existing programs in the community with similar missions merged. The incorporation was
orchestrated by program leaders as a means to reduce administrative expenses, increase
efficiency and enhance service delivery in the Peoria area. Kappa grew from its humble
beginnings of merely serving the Peoria area. It has leveraged resources over the years and
now extends services well beyond Peoria.
The dynamic health care market coupled with Kappa’s expansion into outlying
communities necessitated a new corporate structure in the late 2000s. A nonprofit 501(c)(3)

230
parent company was created, and Kappa is one of three subsidiaries. The Executive Director
serves as the chief operating officer of all entities. Each subsidiary is governed by a separate
board of directors, with the parent company board making final decisions. The parent company
is currently governed by ten members representing the entire enterprise; the bylaws allow eight
to thirteen, which stretches to organizations and clients within a two hundred-mile radius of
Peoria. The parent’s board of directors are experts in fiscal management and business
management. This board maintains tight control over the fiscal health of the entire corporate
structure. The parent Board Chair has served on the board since the early 2000s when the
corporate structure evolved. He has been the Chair for the last several years. He has served on
several nonprofit boards and has a history of serving health-related organizations. His work
experience is in a non-health-related field, but his career managing for-profit firms gives him a
great deal of knowledge managing large corporations. His business background is primary to
his experience in healthcare.
Though the parent company is expansive, Kappa serves the largest client base and
broadest geography of its subsidiaries. It is the most prominent of the three subsidiaries, with
more than 90 percent of the employees in the entire corporate structure working at Kappa. It is
the backbone of the parent company. Kappa is currently governed by ten board members; the
bylaws call for five to ten members. Members generally represent Peoria or nearby
communities that constitute Kappa’s historically core service area. However, board members
from outlying service areas are also represented on the board. More importantly, the Kappa
board is intentionally populated with experts from the healthcare field. They provide expertise
about the many facets of healthcare delivery. This is a significant organizational strategy
because one board is focused on the programmatic aspect of Kappa’s services while the parent
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board is focused on Kappa’s fiscal position. This is not to say the parent board is unconcerned
with the quality of Kappa’s services or that Kappa’s board is not attuned to its fiscal wellbeing. But in reality, the two boards intentionally concentrate on different areas of nonprofit
governance and service delivery.
Kappa generates revenue through contracts with other organizations and collects fees
for service. It does not fundraise in any way. Its operations are headquartered with the parent
corporation in Peoria. The facility is new and was recently expanded to accommodate staff
training and community-education endeavors. Several smaller satellite offices are scattered in
outlying communities to provide direct services in those areas.
The Executive Director has been with the organization for almost twenty-five years.
His educational background is in direct healthcare services, which reflects Kappa’s mission.
However, early in his career, he transitioned into management. He has held several executive
positions in organizations similar to Kappa. He is recognized in the Peoria area as a
community leader and speaks often at national conferences related to Kappa’s mission. The
Executive Director helped Kappa grow from an organization employing thirty people to a
multilayered corporate structure employing just under 350. The bulk of Kappa’s employees are
front-line staff providing direct services to organizations and clients. Staff are required to meet
and maintain certain licensure requirements dictated by state and federal healthcare regulations.
In my observations, Kappa is a sophisticated nonprofit entity. It benefits from the
attention and oversight of two boards—one comprised of healthcare professionals and a parent
board filled with savvy fiscal experts. The corporate structure allows Kappa to expand or
constrict service delivery and quickly adjust to a volatile healthcare market. The board room is
reminiscent of a for-profit entity in which sophisticated matrices guide decision making.
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Quality service delivery is paramount; however, its delivery must be profitable in order to
sustain the organization. Kappa is truly an industry leader and illustrates the quality of
nonprofit organizations located in Peoria.
Organization Omega was incorporated in 1968 as a 501(c)(3) nonprofit corporation and
designated as a Health organization. It was established by a religious denomination at a time
when similar organizations were being established across the country to serve a particular
health concern. To this day, Omega is closely affiliated with the same religious denomination.
Though the affiliation is core to the agency’s mission and purpose, Omega has always served
clients outside its denomination.
Omega operates several sites in Tazewell County. The largest facility houses
administrative staff as well as program space. Several other sites are scattered throughout the
area to provide direct services. Omega’s mission is rather narrow in scope, but there are very
few organizations in central Illinois offering these services. Therefore, Omega attracts clients
from around the state. It employs 325 staff members. Staff providing direct services must
adhere to regulations and licensing guidelines determined by the state and federal government
as well as accrediting bodies. Omega functions in a highly regulated industry that not only
affects staff but many facets of program delivery and organization administration.
Omega has an interesting board structure because of its relationship with a church. The
bylaws stipulate the board of directors will be elected from the greater church body, serve a
nine-year term, and consist of nine members. Currently, Omega has a board of nine.
However, a second body of church representatives provides oversight of Omega’s board of
directors. While the “oversight” board has ultimate authority, it has always served as a
supportive body to the board of directors. One member of the oversight board attends Omega’s
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board meetings. He acts as a liaison between the greater church body and the agency. The
structural arrangement is one of collaboration even though the bylaws mandate a two-tiered
governance structure.
The board of directors represent the broad geographic area Omega serves. Actually two
board positions are held by people who reside outside the State of Illinois. This is intentionally
done to broaden the scope of the organization beyond central Illinois. The Board Chair resides
in a community about one hour from Omega and is a health care professional. However, his
area of expertise is not aligned with the mission of the organization. He has served the
organization for approximately five years but is new to the role of chair. He is the first of three
new board members who were recruited to bring a “younger” perspective to the board—he is in
his midforties.
Omega’s Executive Director has a long history with the organization. He was first
introduced to Omega in college when he spent his spring break volunteering. He returned to
work at Omega for two consecutive summers while in college. Upon graduation, he was
employed at another nonprofit organization for several years and completed his master’s in
social work. Soon after he completed his degree, he was offered the Program Director position
at Omega. He was mentored through several promotions within the agency and eventually
became the chief executive in 1994. The Executive Director is well-respected in the church
and possesses a great breadth of institutional knowledge. While trained as a counselor, he is
adept with the fiscal aspects of the organization and utilizes has many years of on-the-job
training and his undergraduate minor in economics.
Omega relies heavily on state reimbursements for the services provided to its clients.
Almost three fourths of its revenue is generated through state sources. While this is a risky
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proposition in the current state budget crisis, the remaining revenue is generated through
reliable contributions and investment income. Thankfully, Omega is naturally supported by its
affiliated denomination. Congregations and church members have always supported Omega
with financial and in-kind contributions as well as volunteer service. During the last several
years, the board has focused its communication to church members on the plummeting Illinois
state budget, increasing reimbursement delays, and grant shortfalls. This strategy has amplified
church-member giving and kept the organization viable. Omega has also successfully
navigated ongoing revisions in state funding. The Executive Director and management team
have adjusted programs and services in order to leverage public dollars in spite of ongoing, and
sometimes haphazard, changes in regulations and funding requirements.
In my observations of Omega, it is deeply committed to its clients. This commitment
reaches well beyond the organization and includes the denomination that created Omega and
that continues to invest in its mission. Leaders express their “calling” to the mission and
perceive it as their life’s purpose. Therefore, the organization enjoys a culture of service
throughout the hierarchy. While not all of the employees share the same denominational
membership or belief system, service and calling are truly celebrated in the agency. While the
Executive Director has led the organization for some time, he remains passionate about his role
in the organization and open to changing programs and services to better meet the needs of
clients and respond to trends in the industry.
Organization Zeta’s origins reach back to 1866. It was established by civic-minded
women to address a growing need in Peoria. Zeta has been housed in several locations
throughout its history, but it has always been centrally located in the City of Peoria. Today, it
supports several programs in multiple Peoria locations and one located in Tazewell County.
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While the basic mission of Zeta has remained constant to serve at-risk families, the scope of
programming has expanded drastically over time. Therefore, Zeta offers a variety of programs
and services to a broad spectrum of clients. The client base is primarily from Peoria, Woodford
and Tazewell Counties, but some clients reside beyond the area. Zeta has grown by expanding
into new programmatic service areas or geographies as well as through mergers with other
organizations. It partners with other agencies and actively pursues new opportunities and pilot
programs offered by state agencies. Zeta is a 501(c)(3) nonprofit organization designated as a
Human Service entity. It is also accredited by a national governing body and is a Heart of
Illinois United Way Partner Agency.
The Executive Director is relatively new to Zeta. He has built a career in nonprofit
management. He has served other nonprofit organizations in top management or executive
positions and was recruited by Zeta for his management and fundraising skills. Upon arrival at
Zeta, he assessed the organization and slowly restructured the hierarchy. He developed and
enhanced two layers of staff leadership: a smaller team serves almost as a cabinet for the
Executive Director, as each member is responsible for a different aspect of the agency, and a
larger management team that is responsible for specific programs or areas of the agency. The
Executive Director’s reorganization strategy is to empower his leadership team, improve
services to clients, and instill comradery across the agency’s programs, facilities, and more than
four hundred employees.
Zeta’s Board Chair is relatively new to the Peoria area, having relocated his family a
few years ago. He is a vice president managing financial affairs at one of the larger
corporations in Peoria. While he does not have direct work experience with Zeta’s mission,
both of his parents work in complimentary professions, and he attributes his interest in the
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organization to his upbringing. He was recruited to Zeta’s board by his employer’s chief
executive. While he does not have experience serving on nonprofit boards, he has a history of
volunteering in the community. His financial background has proven invaluable to the
Executive Director. Zeta utilizes the Carver method of governance in which the Executive
Director has great freedom and the board serves in an advisory role. The Board Chair serves as
a resource for the Executive Director in managing the organization, and recruitment is very
strategic in order to populate the board with established professionals in specific skill areas.
The Executive Director often discusses decisions with, gathers information from, and collects
input from individual board members to aid in his management of the organization.
Zeta has both a governing board and a foundation board. The governing board
currently has twelve members; the bylaws mandate fifteen to seventeen members. It is
responsible for setting the vision, managing the Executive Director, governance according to
the bylaws, and community representation. The foundation board was created more than
fifteen years ago to enhance fundraising efforts. It currently has twenty members; the bylaws
allow for between twenty-five to thirty members. The foundation board is responsible for fund
development, advocacy, and volunteerism. Each board has its own chair and standing
committees. However, there is only one finance committee for the organization and it is
comprised of members from both the governing board and the foundation board.
Zeta has professional fund development staff as well as the fundraising support of the
foundation board. It has an established endowment fund that generates about 2 percent of the
agency’s revenue every year. Another 2 percent is generated from fundraising endeavors.
Approximately 12 percent of revenue comes from contracts with various state departments to
provide services for qualifying clients. The remaining 80 percent of revenue is generated
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through services. Remarkably, as state funding sources have dwindled in Illinois, Zeta has not
fired or laid-off any staff members.
In my observations of Zeta, the organization is experiencing a rejuvenation as a new
Executive Director takes over at the agency. It is steeped in history and large in size and scope,
yet it has managed to take advantage of opportunities, provide high-quality services, and adapt
to new funding environments and community needs. Zeta is not afraid of taking risks, and
because of its reputation and strong financial condition, it can afford to pursue pilot projects or
innovative programming. Zeta is a leading organization in the region and state that others
emulate. It is a dynamic organization with an Executive Director and vision to match.

